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About the Social Insurance 

Study Project 



This is the first publication of the Nelson Cruikshank Social Insurance Study Project. Operated under the auspices 
of the Save Our Security Education Fund, the project seeks to advance the education of high school and aduh educa- 
tion (including management, union, and religious) students about social insurance concepts so that they 
1) understand the historical context from which social insurance programs emerged; 2) can participate fully as mem- 
bers of a democratic society in making informed decisions about the future of social insurance programs; and 3) 
understand how these programs affect themselves, their families, and society. 

We believe that teaching about social insurance ought not to require the development of new courses or large 
units of information to replace content in existing curricula. Rather, numerous opportunities exist to introduce 
information about the nation's social insurance programs in ways that enrich, rather ihan supplant, ex'sting curricula. 

Nelson Cruikshank was a leader in the field of social insurance from 1945 until his death in 1986. As director 
of the social insurance activities of the American Federation of Labor-Congress of Industrial Organizations 
(AFL-CIO) for many years, then as president of the National Council of Senior Citizens, and later as President 
Carter's chief adviser on aging. Nelson Cruikshank was dedicated to and actively involved in improving the nation's 
social insurance system. He was also keenly aware of the importance of ensuring that our citizens understand social 
insurance. In his last speech, he discussed Social Security as an outgrowth of basic American values: compassion, 
mutual aid, independence, and the belief that you must work for what you get. He believed that people of his genera- 
tion needed to get others to * * better understand these underlying principles and how true they are to American ideals." 
The program and this book are dedicated to him. 
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Introduction: 
Why Educate About 
Social Insurance? 



Social insurance is an approach to protecting indi- 
viduals and their families against risks ^lubstantially 
beyond their control: loss of income due to unemploy- 
ment, disability, high health care costs, retirement, or 
death of a wage earner. Social insurance is also a set of 
government programs— including Social Security, 
unemployment insurance. Medicare, and workers' com- 
pensation — that affect every American, In fact, social 
insurance is so basic an institution in American society, 
and yet so frequently misunderstood, that no educational 
program can adequately prepare young people for the 
future without paying significant attention to this topic. 

This discussion guide identifies the basic concepts and 
information your students need to know to make in- 
formed decisions about social insurance programs, both 
as participants in a democratic society and as individuals 
whose lives are affected by these programs. Designed 
primarily as a resource for teachers, this book discusses 

• the social insurance approach to protecting against 
economic insecurity; 

• the purpose, characteristics, and scope of social 
insurance in America; 

• the history of social insurance in America; 

• the benefits and costs of social insurance for 
American families; and 

• current and future issues your students must 
address as citizens. 

To provide a few suggestions about how social insur- 
ance content might be integrated with existing curricula, 

O 
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we prepared four model lesson plans. Included as a sup- 
plement for teachers, each lesson plan contains detailed 
objectives, guidelines, classroom activities, and 
handouts. Also, many of the issues presented in a ques- 
tion format in chapter 7 can be used to stimulate class 
discussion. 

We hope you will find the guide useful and infor- 
mative. It is designed primarily both as a resource for 
preparing classroom presentations and curriculum on 
social insurance topics at the high school level and as 
background for teacher workshops. Persons training 
school volunteers and conducting postsecondary and 
adult (including labor, management, and religious) edu- 
cation seminars may also find it useful. In addition, it is 
intended to serve as a standard against which the ade- 
quacy of existing educational efforts can be measured. 
And finally, it can be used by those who simply wish to 
know more about social insurance. 



Social Insurance Reflects 
Societal Goals 

Including social insurance content in your courses can 
teach your students much about what our society values 
and what mle our gcwernment plays in enhancing family 
life and the independence of citizens. 

The well-being of individuals and their families is sub- 
ject to risks substantially beyond their control: loss of in- 
come due to unemployment, disability, health care 
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costs, retirement, or death of a wage earner. Each society 
nriUSt decide how to protect against such risks — that is, 
whether individuals, their families, private enterprise, 
or gpvernment can and should bear all, some, or none 
of these risks. The choices made reflect a society^ s level 
of economic productivity and basic value commitments. 

In the United States we protect against such risks in 
various ways. We encourage private savings for retire- 
ment and for **that rainy day.'' Family members often 
provide personal (and even financial) assistance to dis- 
abled or ill members. And individuals use private insur- 
ance and private pensions to protect themselves and their 
families. 

We also rely on social insurance (e.g.. Social Security 
and unemployment insurance) as the major public 
means of protecting against such risks: we pool our 
resources in response to risks that cannot fully be borne 
by individual efforts. The social insurance approach 
gives expression to and reinforces several widely held 
goals that we, as a society, value; 

Enhancing the dignity and independence of individ- 
ttals. By providing benefits as an earned right wh:' 
simultaneously protecting individuals and families 
against economic insecurity, social insurance helps 
underwrite human dignity By preventing dependency 
and expanding the choices of individuals and their fami- 
lies, social insurance increases the autonomy of citizens. 

Maintaining the stability of families. Social insurance 
helps stabilize family life during times of crisis (e.g., 
unemployment, death of a wage earner) or life course 
transitions (e.g., retirement). While much care flows to 
and from family members of all ages throughout their 
lives, adults prefer not to be financially dependent — not 
on their children, their parents, or even like-aged fam- 
ily members — during times of financial stress. Instead 
they prefer lO rely on a combination of private savings 
and social insurance. Without social insur^ance, events 
such as unemployment, disability, death of a wage 
earner, and retirement would be far more likely to over- 
whelm most individuals and families. Such individuals 
and families might have no choice but to seek financial 
or housing assistance from other family members — an 
occurrence that often strains family relations. Or their 
families might not be able to help. Moreover, by pro- 
viding benefits to oldei family members. Social Security, 
Medicare, and other retirement programs free up young 
adult and middle-aged family members to concentrate 
more resources on their young children and on 
themselves. 

Underwriting social stability. By protecting against 
some of the risks that accompany a market economy, 
social insurance helps stabilize society. It also contributes 
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to the stability of the economy because these programs 
tend to put more money into the economy during 
recessions. 

Social insurance is also one of the common denomi- 
nators in our society. Rich and poor, well and ill, coun- 
try and city — virtually everyone shares the costs and 
benefits of social insurance programs. And by protecting 
individuals and families from identifiable risks, these 
programs enhance the quality of life in America, thereby 
serving the goal of social stability. 

Rewarding work. Because the right to a benefit 
emerges from one's own (or a family member's) employ- 
ment, social insurance is both consistent with and rein- 
forcing of work ethic values. And because the right to and 
amount of benefits are related to prior earnings, social 
insurance exemplifies the value of self-help. 

Providingfor the general welfare. By seeking to pre- 
vent poverty, social insurance programs help provide for 
the general welfare. They provide benefits so that basic 
human needs — particularly those arising from risks 
beyond the control of individuals and their families — 
can be met. 



A Better Understanding 
Of Social Insurance Is Needed 

Because social insurance is such a critical American 
institution, protecting virtually every family against 
economic uncertainty and providing over 11 percent of 
the personal income going to American homes, your 
students need to understand it. Yet, today, relatively little 
is known — especially among the young — about the 
origins of the social insurance concept, the values served, 
the benefits provided, or the impact on families and 
society. 

Survey data suggest that youngt/. persons consider 
themselves less knowledgeable and less confident about 
the future of social insurance institutions than older ones. 
For instance, a national survey conducted in 1985 by 
Yankelovich, Skelly, and White, Inc., shows that one- 
third of persons aged 62 and over compared with almost 
one-half of persons aged 25-34 do not consider 
themselves well informed about Social Security. And 
almost two-thirds of persons 62 and over are confident 
about the future of Social Security, compared with only 
one-third in the 25-34 age group.^ 

Increasingly, today ^s young will be asked to consider 
new directions concerning the future of Social Security 
and Medicare, the advisability of long-temi care 2uid na- 
tional health insurance, and the stability of public 
employee retirement systems and the unemployment 
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insurance system. They will need to assess such questions 
as whether Social Security responds adequately to the 
needs of older women, whether Social Security and 
Medicare are fair tc younger generations, whether job 
retraining and relocation options ought to be incor- 
porated into unemployment insurance, whether jiocial 
insurance programs have a deleterious or positive effect 
on the economy, and whether Social Security and Medi ■ 
care ought to be altered in light of the aging of the post- 
World War II baby boom generation. 

JJut preliminary investigation indicates that today's 
students do not have the background necessary for assess- 
ing such issues. Not being pn\y to the public debates and 
historical circumstances that spawned the Social Secu- 
rity Act, younger persons do not have the experiential 
adv2inta;*es tliat older generations had to leam about the 
social insurance concept, and they may tend to take social 
insurance for granted. Further, social insurance as an 
institution is more complex today. 

As Charles Schottland, commissioner of Social Secu- 
rity during President Eisenhower's second term of office, 
recently obser/ed, the problem is that not only do today's 
young people 

have inadequate information, but they are often 
given the wrong information in the textbooks they 
use in civics classes written by college professors . 
. . . [Many] years ago the Social Security Admin- 
istration examined the . . . leading textbooks that 
mentioned social security. Many other texts never 
ev ^n mentioned social security although they had 
chapters or many pages on relatively insignificant 
problems of national life. And practically every 
textbook had a major error. F ve examined several 
texts when IVe spoken to grammar school and high 
school students and these texis not only have major 
errors, but they also have major biases and 
prejudices.^ 

\bung people need a better understanding of the pro- 
tections these programs provide as well as of the obliga- 
tions they entail. Further, they Kieed a basic knowledge 
of how these programs work, including why they and/or 
their employers make payroll tax contributions, what 
happens tO these contributions, and how they and the'** 
family benefit from these programs. 

More importantly, they need to understand the con- 
cepts behind social insurance programs so that, as par- 
ticipants in a democratic society, they can make informed 
decisions affecting the future of these programs and 
society. Tb critically assess current and future policy op- 
tions that could substantially alter existing social insur- 
ance programs or result in new ones (e.g., long-term care 
insurance), they need to unde.istand that social insurance 



involves more than a conglomeration of programs. In- 
stead, it provides the vehicle by which government and 
citizens working together can protect individuals and 
their families against risks to which all are subject. 

Finally, to recognize the values that are at stake and 
range of policy options to which serious attention should 
be given, citizens also need to understand the history of 
social insurance: the emergence of the social insurance 
approach with an industrial society, the forces that gave 
rise to the Social Security Act during the Great Depres- 
sion, the expansion and maturation of social insurance 
programs, and the recurrent themes and dilemmas that 
are the focus of today's social insurance debates. 



An Important Opportunity 
For Educators 

Growing needs for knowledge present new opportu- 
nities for teaching. Teachers, especially those in second- 
ary schools, can introduce information about social 
insurance in ways that illustrate important themes in 
existing courses, thereby serving to develop basic skills 
as well as higher-ordei conceptual skills. For instance, an 
understanding of the forces leading to the enactment of 
the Social Security Act can only enhance discussions in 
history courses of the development and significance of the 
New Deal. Similarly, ghbal studies courses can benefit from 
comparing the ways in which other societies, present and 
past, have protected their citizens against fundamental 
risks. No doubt the differences between social and private 
insurance, as weU as their respective roles in underwriting 
economic security, are an important topic to cover in 
busitiess courses. The education of home economics students will 
be enhanced by knowledge of how programs such as 
Social Security affect family life. And high school 
students, and others too, can benefit from exploring the 
important policy questions and politics that surround 
many social insurance issues. 

By presenting the basic information that citizens need 
to understand social insurance, we hope to assist teachers 
in educating about this important topic. 



Notes 

1. Yankelovich, Skelly, and White, Inc., A Fifiy-Year Report 
Card on the Social Security System: The Attitudes of the 
American Public (Washington, D.C.; American Associa- 
tion of Retired Persons [hereafter AARP], 1985). 

2 . Charles Schottland, * 'Social Security: The First Half- 
Century, A Discussion,'' in Social Security: The First 
Half-Century, ed. Gerald D. Nash et al. (Albuquerque: 
University of New Mexico Press, 1988), pp. 59-60. 
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Social Insurance in America: 

An Overview 



In educating about social insurance, it is important 
that you provide your students with an understanding 
ofhow the social insurance approach to economic secu- 
rity works in America, what the common features of 
most social insurance programs are, and what the ma- 
jor progranis are and how they operate. 

The Social Insurance Approach 
To Economic Security 

Social insurance is the near universal response of in- 
dustrial societies seeking practical ways to protect against 
common hazards and meet human needs. As defined by 
Robert Ball, U.S. commissioner of Social Security from 
1962 to 1973 and chairman of the board of directors of 
the National Academy of Social Insurance, it is * *a form 
of group insurance operated by government.'*^ In ex- 
change for the contributions individuals make (directly 
and indirectly through their employers) at a relatively 
modest rate over time, social insurance provides signifi- 
cant protection against large and sudden costs arising 
from specified risks that would otherwise overwhelm the 
finances of most individuals and their families. Ball notes 
that **the purpose of social insurance is to prevent 
economic insecurity by pooling the contributions paid 
by covered earners and their employers (and in some 
systems other sources of income as well) to pi ovide pro- 
tection against the loss of earned income/ 

Thus, in accordance with social insurance principles, 
citissens agree to pool their resources and share their risks 



(e.g., disability, death of a wage earner) with others. Pro- 
gram costs are estimated for each social insurance pro- 
gram and aie then divided by the number of people pay- 
ing into the program. The amount each person (and/or 
employer) pays is called the premium. On a regular basis, 
employees and/or employers make premium payments 
(also called payroll taxes or payroll tax contributions). Then, 
when the risks workers and their famil'es are protected 
against occur, benefits are paid as an earned right. 

On the whole, the social insurance approach to pre- 
venting economic insecurity has worked well 
because in a wage economy it is the right prescrip- 
tion for a large part of the problem. Most people 
in a wage economy are dependent on income from 
a job. Thus when work income is cut off, income 
insurance prevents what would otherwise be 
widespread poverty and insecurity.^ 

Social insurance programs are an expression and 
outgrowth of the interdependence of citizens existing in 
complex societies. As previously mentioned, by protect- 
ing against risks to which all individuals and families are 
subject, these programs stabilize family and community 
life. Writing on the occasion of the fiftieth anniversary 
of the Social Security Act, the late Wilbur Cohen, former 
secretary of the Department of Health, Education, and 
Welfare and the person considered to be the father of 
Medicare,'' noted that Social Security can be viewed. 



not merely as a government payment but as a 
mechanism to give individuals greater freedom in 
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their personal lives when they experience one of the 
* 'major vicissitudes of life/ ' It is away of asserting 
the dignity and independence of the individual, the 
integrity of the family, and the stability and pur- 
chasing power of the community* 



The Characteristics 
Of Social Insurance Programs 

The structure— including the benefits and financ- 
ing—of social insurance programs usually reflects the 
following characteristics: 

Concern/or social adequacy. The driving principle of 
social insurance programs is concern for adequacy— 
that benefits meet the basic needs of persons these pro- 
grams are designed to protect. The emphasis on social 
adequacy is consistent with societal goals directed at pro- 
viding for the general welfare, protecting the dignity of 
individuals, and maintaining the stability of families and 
society Robert Myers, chief actuary of Social Security 
from 1947 to 1970 and most recently executive director 
of President Reagan's National Commission on Social 
Security Reform, points out that the real reason for hav- 
ing social insurance programs is that social benefits on 
a social-adequacy basis can only in this way be provided 
to a large sector of the population/'* 

Concern/or individual equity. Social insurance pro- 
grams are also influenced oy a concern for individual 
equity— the principle that thi return individuals receive 
from a social insurance program should be proportional 
to their contribution (or the contribution made on their 
behalf). That is, the more they pay into social insurance 
systems, the more they should get out. fhis characteristic 
of social insurance programs is particularly consistent 
with societal goals directed at rewarding work and 
encouraging self-help. 

A blending ofadequacy and individual equity. Much 
misunderstanding about social insurance derives from 
a lack of understanding of the respective roles played by 
social adequacy and individual equity. Most social in- 
surance programs actually involve a blending of these 
two goals. For example, in Social Security, the provision 
of benefits for certain family members; the benefit for- 
mula, which provides proportionately larger benefits to 
lower-income workers (and their families); and the an- 
nual cost-of-living adjustments (COLAs) all reflect the 
gpal of adequacy. But concern for individual equity is ex- 
pressed through provisions in the benefit formula that 
result in workers who earn higher wages and make higher 
payroll tax contributions generally receiving larger 
monthly benefits. 



Failure to understand that social insurance represents 
a blending of these two principles often leads to the false 
criticism that social insurance programs are welfare pro- 
grams. Paradoxically, it leads to the equaDy false criticism 
that social Insurance programs do not really assist the 
poor and are just middle-class entitlements.^ (For discus- 
sion of these issues, see questions 38 and 39 in chap. 7.) 

EamingS'telated benefits. Both the right to benefits 
and the amount of benefits are related to prior earnings 
in employment covered under a social insurance pro- 
gram. Thus, the economic security of a worker and his 
or her family comes from the individual's own work.^ 
Universal and compulsory coverage. With few excep- 
tions, social insurance coverage is compulsory and, 
ideally includes nearly everyone in the category of people 
being protected. In the case of the largest program. Social 
Security, nearly everyone in the work force is covered — 
about 95 percent of all workers. Arguments have been 
put forth that participation in social insurance programs 
should be voluntary. While this idea is appealing in many 
ways, careful consideration shows why it would not work. 
For one thing, since no one is ever rejected from par- 
ticipating in social insurance programs for poor health 
or other reasons of risk, these programs generally must 
be compulsory to ensure a fair mix of *'good'' and 
''bad" risks. For another, voluntary programs would also 
greatly increase the costs for those who would choose to 
participate (see discussion question 41 in chap. 7; also see 
discussion of the Clark amendment in chap. 3, pp. 20-21). 

Progressivity. Reflecting the related concerns of pov- 
erty prevention and adequacy, social insurance pro- 
grams — when the combined effects of taxes paid and 
benefits received are taken into account— have a pro- 
gressive impact on the distribution of income in Amer- 
ican society That is, the overaU eff^ect of these programs 
is to reduce the disparity between lower- and higher- 
income households. The financing of Medicare's Hos- 
pital Insurance program is progressive on the tax side in 
that the payroll tax contribution of a pei^son earning 
$48,000 in 1989 is three times as much for the same 
benefits as that of a person earning f 16,000. Social Secu- 
rity is progressive on the benefit side because, as ex- 
plained, lower-income workers (and their families) are 
generally eligible for proportionately larger benefits than 
persons with higher earnings. In fact, a recent Census 
Bureau study indicates that social insurance programs 
such as Social Security reduce poverty and inequality 
more than other social programs and more than taxes.® 

No means tests. Unlike in welfare programs, the right 
to benefits in social insurance programs does not require 
proving extreme financial reed — that is, it is not means 
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tested. Benefits are an earned rig^t, not affected by savings 
or by total income from other sources. This adds to the 
dignity of social insurance beneficiaries and helps explain 
the widespread public support for social insurance pro- 
grams. The lack of a means test also encourages workers 
to build savings and other forms of pr vate protection as 
supplements to social insurance since their benefits will 
generally not be affected by their assets. As with other 
types of income, social insurance benefits are often 
countable for income tax puiposes. But in fact, while 
there is no means test, many who benefit have litde or 
no means (see discussion question 40 in chap. 7). 

Use of insurance principles. Social insur2mce, like 
private insurance, protects against losses from identifi- 
able risks. By identifying particular risks and predicting 
the likelihood of these events occurring, the insurer— 
whether public or private — can set premium? (e.g., pay- 
roll tax rates) according to the cocts of the various types 
of protection provided in a plan. This allows the indi- 
vidual to share his or her risk with others in the plan. In 
exchange for a relatively low premium payment, the in- 
surer assumes the risk that would otherwise have to be 
borne by the individual and his or her family^ 

Contributotyjinancing. Workers contribute directly 
to the financing ot most social insurance programs, often 
through a very visible payroll tax contribution as in the 
case of Social Security and Medicare, and indirectly 
through the contributions made by employers on their 
behalf. This reinforces both the receipt of benefits as an 
earned right and the dignity of beneficiaries. Equally im- 
portant, because contributions are linked to benefit 
payments, workers and their employers have a personal 
stake in the financial stability of these programs, which 
thereby helps to ensure financial responsibility when 
benefit increases and other program changes are being 
considered.*® 

Thatjunds. The contributions of workers and their 
employers to social insurance programs go into dedicated 
trust funds, earmarked to pay only for social insurance 
benefits and the cost of operating these programs. The 
highly visible nature of these trust funds helps ensure that 
these programs are adequately financed and that these 
funds are used only for social insurance expenditures. In 
programs such as Social Security and Medicare, funds 
not used for current program expenditures help build 
trust fund reserves and are invested in interest-bearing 
federal securities. 

Foundation for economic security. Social insurance 
programs serve as the basis upon which individuals and 
their families can build toward their economic security. 



Thus, for instance. Social Security is intended to provide 
a ''floor of protection,' ' to be supplemented by income 
from other employment-based pensions (e.g., private 
pensions) and personal savings. 

Right to ben^ts clrnrly defined in law. Ri^ts to social 
insurance benefits—conditions of eligibility and benefit 
amounts — are legally defined. The presence of clearly 
defined standards gready limits the discretion agencies 
have when making benefit decisions, although this is less 
true when eligibility for disability benefits and medical 
payments is being determined. Social insurance pro- 
grams also provide legally defined rights of appeal for 
persons disagreeing with administrative decisions. 

Stablefinanving, Stable financing is a major social in- 
surance principle. The many safeguards that are incor- 
porated include legislative oversight; the establishment 
of trust funds dedicated to social insurance programs; 
ongoing review of social insurance programs by actu- 
aries, other financial experts, and independent panels; 
and legislation when changing economic and demo- 
graphic conditions necessitate corrective action. Ulti- 
mately, however, it is the atUkarity and taxing power of gov^n- 
ment that stand behind the financial stability of social 
insurance programs. 

Social insurance programs are often seen as involv- 
ing a compact between citizens and their government. While their 
specific provisions c£m be changed, the contributory 
aspects of these programs help increase the contractual 
nature of the relationship between government and the 
citizenry. Such aspects also reinforce the political neces- 
sity for government to maintain the cor cinuity of social 
insurance programs as well as the promised benefits. 

Social insurance programs— especially Social Security 
and Medicare — are also often viewed as involving a com- 
pact between generations. Present generations of workers pay 
taxes to support current beneficiaries, with the under- 
standing that the same will be done for them when the 
risks they are protected against occur. This too helps 
guarantee that government will maintain the continu- 
ity and stability of financing.^' 



A Brief Overview 
Of Social Insurance Programs 

The major social insurance programs provide 
widespread protection to, or * 'cover,' ' nearly all workers 
and their families. This means they provide at least par- 
tial protection against particular risks. Each month tens 
of millions of Americans receive benefits from these pro- 
grams (see fig. 2.1). Significandy, over 11 percent of all 
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Figure 2.1— Who Receives Benefits from Selected Social Insurance Programs? 

Beneficiaries 

(in millions) 




Social Medicare Unemploy*' Federal Civil State and Military Railroad Black Lung 

Security ment Service Local Public Retirement Retirement Disability 

(OASDI) Insurance Retirement Employee 

System Retirement 



Sources: The numbers of beneficiaries (in millions) as of June 1988 for Social Security, unemployment insurance, Railroad Retirement, the 
federal Civil Service Retirement System, and the Black Lung Disability programs are drawn from "Selected Social Insurance and Related 
Programs: Beneficiaries of CashPayments, 1940-88/' Social Secnrily Bidledn 52, no. 21 (Janua-y 1989), table M-2. Medicare data are provided 
by the Health Care Financing Administration, Data for state and local public employee and for military retirement programs are provided 
by the Social Security Administration from unpublished data for 1986. Data for workers* compensation are not available. 



personal income going to American households today 
comes from social insurance. 

As a nation, we have chosen to make a very substan- 
tial investment in social insurance. Total federal, state, 
and local spending on social insurance programs 
represents somewhat more than 9 percent of the gross 
national product. Roughly half of everything that 
federal, state, and local governments spend on social 
welfare— including education, housing, welfare, vet- 
erans programs, health, social insurance, and other 
human services — goes for social insurance payments 
(see fig. 2.2). The major programs are described 
as follows: 

Social Security— is, the Old-Age, Survivors, and 
Disability Insurance (OASDI) program — is by far the 
largest American social insurance program, with the 
most pervasive impact on individuals and families. Each 
month, 131 million American workers (and their 
employers) make Social Security (and Medicare) payroll 
tax contributions, and over 38 million Americans receive 
Social Security benefits. 

ERLC 



Most beneficiaries are elderly persons, including 
about 24 million retired workers, 3 million spouse 
beneficiaries of retired workers, and about 5 million aged 
survivors of worker s — mostly elderly widows. However, 
a fact not commonly recognized is that tnany Social Security 
beneficiaries are not elderly In fact, 2.6 million children under 
18 — mostl) the survivors of deceased workers and 
dependents of disabled workers; almost 600,000 persons 
aged 18 and over who hiave been disabled since childhood 
and dependent on deceased, disabled, or retired workers; 
2.8 million long-term and totally disabled workers and 
about 290,000 of their spouses, and about 320,000 young 
widows or widowers caring for young children also 
receive regular monthly benefits. 

Program revenues in 1988 were $246 billion. Interest- 
ingly, only 1.1 percent of these revenues were used for pro- 
gram administration.^^ 

Medicare provided partial protection against health 
care costs for 33 million beneficiaries in June 1988, in- 
cluding 30 million elderly persons (aged 65 and over), 
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Figure 2.2~Projectcd Federal Spending in Fiscal Year (FY) 1990^ (in billions of dollars) 




$205.5 
16% 



Source: House Committee on Ways and Means, Background Material and Data on Programs Within the Jurisdiction of (he Committee on Ways and Means 
(Washington, D.C.: U.S. GPO, 1989). 

Note: This chart does not include offsetting receipts of $61 billion resulting from such sources as premium payments for Medicare Part B, income 
generated through the National Park Service, and premiums paid by member banks for FDIC and FSLiC protection. 

^ 1 October 1989 to 30 September 1990, 

^ Includes AFDC, SSI, Tide XX, earned income tax credit, Foster Care, child welfare programs, and low-income energy assistance. 
^ Includes trade adjustment assistance. 

^ Includes, for example, veterans' benefits programs, federal Civil Service retirement, military retirement, and farm price support programs. 



3 million persons with long-term dLabilities, and 100,000 
persons with permanent kidney failure. 

Medicare is actually two programs — the Hospital In- 
surance program and the Supplementary Medical In- 
surance program. HI provides substantial protection 
against the cost of hospital and hospice care, and very 
limited protection against the cost of home health care 
and care in a skilled nursing facility SMI helps pay for 
inpatient and outpatient doctors' and other medical 
services. 

Tbgether the revenues for these programs— $63 billion 
for HI and $32 billion for SMI— amounted to $95 billion 



in 1987. As with Social Security, relatively little of these 
revenues — 2.0 percent— were used to administer 
Medicare. 

Unemployment insurance (also called **unemploy- 
ment compensation' provides partial replacement of 
wages for workers who are involuntarily unemployed. 
Nine out of ten employees, about 93 million people in 
1986, are covered by UI. However, the program has 
deteriorated over the years so that now only about one- 
third of unemployed workers actually receive benefits 
(see discussion questions 32 and 33 in chap. 7). 
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Both the number of people receiving benefits and the 
costs of the program vary, depending substantially on the 
overall level of national employment. During 1982, a 
recession year, UI expenditures totaled $21 billion, with 
3.9 million persons receiving benefits each month^* (com- 
pared with $16 billion in 1986, with 2.4 million persons 
receiving benefits). 

Workers^ compensation programs cover 84 .nillion 
employees, about 87 percent of all employed wage and 
salary workers. State and federal workers' compensation 
programs provide partial replacement of wages, medical 
benefits, rehabilitation benefits, and survivors benefits 
to workers whose disabilities result from work-related 
injury, illness, or disability. These prograims also reduce 
the liability of employers for on-the-job injuries. In 1985, 
workers' compensation payments nationwide totaled 
about $15 billion in cash and $7.4 billion for medical care.^^ 

Public employee pngrams provide retirement, sur- 
vivors, disability, and, in many cases, health protection 
for government employees and their families. These pro- 
grams exist in the federal government for both civilian 
and military employees in every state and in many 
localities. In 1987, the federal Civil Service Retirement System 
paid out $24 billion in retirement, survivors, and disabil- 
ity benefits, with 2.1 million beneficiaries receiving 
payments during a typical month. StiUe and local public 
err^loyee retirement programs made payments of $20.5 billion 
in 1984, with 2.7 million persons receiving monthly 
benefits.^* And during 1985 the military retirement system 
paid $17.4 billion, with 1.5 million beneficiaries receiv- 
ing benefits during a typical month.^^ 

Other social insurance programs provide protections 
to special groups. Railroad woikers receive retirement, 
survivors, and disability protection throu^ Raikoad Retire- 
ment. In 1986, about $6 billion in payments were made 
to approximately 950,000 beneficiaries. The Black Lung 
Disability Program protects miners from loss of income and 
some medical costs due to total disability from black lung 
disease. In 1985, about 450,000 beneficiaries shared $1.6 
billion in benefits. Thnporary disability programs cover 
about 19 million employees in California, Hawaii, New 
Jersey, New \brk, Rhode Island, and Puerto Fico and in 
the railroad industry. They provide partial compensation 
for lost wagies due to temporary nonwork-related illness 
or childbirth. About $1.9 billion in payments were made 
through these programs in 1985.^^ 

Specifying the dollars spent and the number of per- 
sons protected only partially delineates the scope of these 
social insurance programs. As will be discussed in subse- 
quent chapters, the effects of social insurance on individ- 
uals, families, and the nation's institutions are more per- 
vasive than even these figures would suggest. 
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The Beginnings 
Of Social Insurance in America 



The next two chapters explain the history of American 
social insurance programs, from their origins in Europe 
and America to the passage of the Social Security Act in 
1935 to the present. We believe students need this 
historical background to understand the distinctive forms 
our programs take or to explain why, for example, the 
states run unemployment compensation programs and 
the federal government administers old-age insurance. 
Further, this sort of knowledge is indispensable if our 
citizens are to evaluate our social policy intelligently. 
Since one of our educational goals is to develop informed 
social critics, we encourage teachers to use these chapters 
as a means of ''placing social programs in time'* and 
thus of enriching their understanding and, ultimately, 
their students' understanding of the programs.* 

Industrialization: 
Prerequisite for Social Insurance 

Simply put, social insurance programs were initiated 
in response to a profound change in the world's economy. 
Often described by the word industrialization, this change 
enabled a substantial number of people to move away 
from the land and into the cities. 

As late as the seventeenth century, all societies lived close 
to the margins of subsistence. Few countries managed 
to sustain surpluses for long periods of time. In a world 
in which most people farmed the land, it made little sense 
to speak of social insurance: insecurity was endemic to 
mankind^ as exemplified by droughts and plagues that 



destroyed crops and killed humans. During one 
fourteenth-century summer, for example, a third of the 
population of Marseilles, France, died of bubonic plague. 
In such settings, people had neither the resources nor the 
inclination to better themselves through social insurance. 

The industrial revolution changed people's oudook 
toward progress. In the simplest sense, this revolution— 
the substitution of mechanical for human power — raised 
what economists call productivity,'' because a person 
working v/ith the aid of a machine could produce more 
than could a person working only with his or her hands. 
It now took fewer people to produce the same amount 
of food. The result was that those remaining on the land 
could produce enough food to support both themselves 
and those who worked in factories. 

As pioductivity increased, so did society's total wealth, 
and although the wealth was not distributed equally 
among die social classes, society's standard of living rose. 
The quality of life improved, and the length of time a per- 
son could expect to live increased. 

Different countries industrialized at different rates and 
at different periods of time, but England, Germany, 
France, and the United States were among the first. By 
the end of the nineteenth century, each was n yarded as 
an industrialized" nation in which a substantial num- 
ber of workers lived in urban areas and no longer worked 
on the land. 

At this point, a paradox came into play: stated sim- 
ply, as things improved, they also got worse. Inevitably, 
expanding national productivity raised workers' 
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expectations. No longer did they feel sentenced to lead 
a nasty, brutish, and short life; workers now entertained 
thoughts of personal fulfillment for th iselves and their 
children. But against these high expectations and the 
possibility of achieving theui can be weighed a new 
dependency on the part of what came to be called the 
''working class/' Whereas before workers labored at 
their own pace, now they often labored for someone else. 
In return for their labor, they received remuneration in 
the form of monetary wages. 

The problem was that nothing in the economic situa- 
tion guaranteed workers a continuous means of employ- 
ment. Orders for products could grow slack, and em- 
ployers might find it necessary to lay off some workers. 
Otiier misfortunes that could befall workers included ill- 
ness, industrial accidents, or the simple fact of becom- 
ing old and unable to maintain the pace of the work. 
Each of these events cut workers off from their wages and 
produced serious economic hardship. Thus, although 
workers lived ' 'better' ' lives as a result of the industrial 
revolution, they also lived in fear of falling victim to one 
of these conditions. With heightened expectations, 
therefore, also came heightened insecurities. 

Each new economic risk was defined by industrializa- 
tion and the related notion of progress. Illness, for exam- 
ple, posed more of a problem in the nineteenth century 
than before, in part because doctors had learned more 
about treating it. Similarly, unemployment was a mod- 
em notion. Few fanners, a .ter all, could be described as 
unemployed'*; the wage-related industrial economy 
brought that notion into vogue. Industrial accidents were 
the direct results of the machinery used by industry and 
the fatigue induced by the rhythm of industrial produc- 
tion. Even the nature of old age changed in the industrial 
economy. Industrial production accommodated older 
workers less easily than did the family-oriented agricul- 
tural production of earlier eras, while the improvements 
in nutrition, sanitation, public health, and medical care 
that generally accompanied industrialization enabled 
more people to reach old age. 

Social insurance provided a means of resolving the 
problems posed by the paradox of widespread improve- 
ment and heightened insecurity. Once the risks of indus- 
trialism came to be widely recognized, social theorists, 
government officials, workers, and trade union officials 
began to speak of devoting some of the new-found soci- 
etal surplus to protect against tliese risks, hoping thereby 
to lessen insecurity By pooling resources, workers found 
they could set money aside for emergencies. Unem- 
ployed workers might draw money from this fund as they 
looked for new work or waited to be called back to their 
factories. Sick and injured workers could use this money 



to tide them over until they were able to return to work. 
Oldei workers might even use thij money as a ''pension'* 
that would support them after their working lifetime 
ended. Social insurance was born. 



The First Social Insurance Programs 

Comprehensive social insurance programs arrived 
first in the countries that industrialized earliest — notably 
England and Germany. In each of these countries, 
however, old habits of thought died hard. Even as the 
nature of unemployment and sickness canr^e to be 
understood, people persisted in their earlier beliefs that 
botli represented forms of moral failure. Unemployment 
continued to be associated with notions of idleness: peo- 
ple who did not work were not applying themselves as 
hard as they might. In the absence of better medical 
knowledge, people also persisted in regarding sickness 
as a form of God's will. 

Further, people clung to the preindustrial notion that 
nothing could really be Hone to improve conditions. The 
idle were a plague on society and deserved punishment; 
the sick were doomed. It took European societies weU 
into the nineteenth century to realize that something 
pragmatic yet effective could be done to alleviate the 
problems. 

When the German government gave serious con- 
sideration to the passage of social insurance measures in 
1878, social insurance entered its formative era. Ger- 
many took the lead because it experienced the greatest 
rates of industrial growth in the late nineteenth century 
and because it saw the rapid development of a labor 
movement with a socialist orientation. To cushion the im- 
pact of industrialism, to subvert the union movement, 
and to tie the interest of the laboring class to that of the 
nation-state, the emperor of the Reichstag, Otto von 
Bismarck, proposed state intervention on behalf of the 
wage earner thro\igh social insurance. By 1884, Ger- 
many had begun two social insurance programs. One 
covered industrial accidents; the other provided benefits 
in the event of illness. 

Other countries soon followed Germany's example 
and produced social insurance laws that fit their 
economies and cultural conditions. Between 1919 and 
1930, for example, eleven countries adopted compulsory 
unemployment insurance laws.^ 



Barriers to Social Insurance in America 

The United States failed to participate in this first 
round of the passage of social insurance laws. The 
reasons had less to do with the development of the U.S. 
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economy than with the political organization of the 
American state. Like the European nations, the United 
States underwent a period of intense industrialization in 
the late nineteenth century, which brought with it 
political and economic problems that were just as crucial 
as those in Europe. Labor conflict exemplified one 
manifestation of this economic insecurity, and violent 
labor strikes, such as the Homestead Strike of 1892 and 
the Pullman Strike of 1894, occurred here as well as 
abroad. In response, a group of American reformers who 
paid close attention to events in Germany and England 
followed the passage of European social insurance 'aws 
intently and attempted to interest US. state legislatures 
in such laws. 

Why, then, did social insurance arrive later in America 
than in Europe? One reason was that America had a 
weaker tradition of central government activity. Whereas 
Europe was divided into nations, America, a larger mass 
of land, was divided into states. Until well into the twen- 
tieth century, most governmental activity occurred at the 
state or local levels. 

For most of the nineteenth century, the federal govern- 
ment confined its social welfare activities to conferring 
grants of land upon distinct groups and localities. The 
only exceptions to this general pattern concerned rela- 
tively small groups of people who became * 'wards of the 
state,' ' such as Indians who lived at the periphery of white 
settlement. 

The Constitution, which had been ratified in 1787, 
carefully circumscribed the extent of federal power. 
Subsequent amendments reserved **nondelegated'' 
powers to the states and prohibited the states and the 
federal government from ' 'depriving any person of life, 
liberty, or property without due process of law' Because 
of these amendments, a law requiring a worker or his 
employer to contribute to a social insurance fund could 
be construed by a conservative court as unconstitutional 
and hence invalid. In fact, many early proposals passed 
state legislatures only to be held unconstitutional by the 
courts. Thus, in the absence of a strong Congress or of 
• strong state legislatures, the courts played an important 
role in public policy during the crucial period of the late 
nineteenth century when the first social insurance pro- 
posals were formed. 

Although constraints that prevented the passage of a 
social insurance law were gradually overcome, the 
American political tradition of federalism'' guaranteed 
that states passed social insurance laws before the federal 
government. A national social insurance law came only 
in 1935, long after most European states had passed such 
laws. 



Workers' Compensation: 
The Beginnings of Social Insurance 
In America, 191W920 

State workers' compensation laws became the first 
form of social insurance in America, an early example 
of international ideas being adapted to American con- 
ditions. These laws, passed in every state between 1911 
and 1948, applied social insurance principles to the prob- 
lem of industrial accidents. 

To understand these laws, let us assume that a factory 
worker was injured on the job. In the nineteenth century, 
an injured worker had three alternatives: ignore the in- 
jury; ask the employer for help in meeting medical and 
other expenses; or sue the employer for money to pay for 
lost work time, personal suffering, and medical expenses. 

In the first half of that century, an injured worker who 
sued his or her employer experienced considerable dif- 
ficulties with the legal system. Judges provided employers 
with broad defenses, leaving many loopholes through 
which an employer could duck responsibilities. The bur- 
den of proof rested on the employee, who had to prove 
the employer was negligent, rather than on the employer 
to demonstrate the safety of the plant. 

By the end of the nineteenth centur/, the judicial 
system for compensating industrial accidents came 
under heavy attack. Crowded court dockets, which 
delayed compensation, and the perceived inefficiency of 
a system that failed to bring an injured worker appro- 
priate compensation bred discontent with the system on 
the part of ''disinterested" reformers. Professing an 
interest in "good government" that would reduce labor- 
management friction, professors, social workers, and 
trade union officials founded the American Association 
for Labor Legislation (AALL) in 1906, The organiza- 
tion spearheaded the fight for workers' compensation. 

Because of the cosdy and uncertain way in which the 
courts dealt with industrial accidents, many business 
leaders and workers' organizations joined in the effort. 
These proponents of change condemned the court 
system and pointed out the advantages of workers' com- 
pensation. Under the proposed new laws, all industrial 
injuries would become the responsibility of the employer, 
who would pay a fixed percentage of the worker's earn- 
ings for the duration of the disability No longer would 
an injured worker need to take an employer to court. In- 
stead, compensation for an injury would be automatic — 
an entidement that had the force of law. 

The broad coalidon of supporters soon produced 
results, and workers' compensation laws became a na- 
tional phenomenon. By 1913, twenty-one states had 
passed such laws; by 1919, they existed in forty-three states. 
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The passage of workers' c ompensation, the first sig- 
nificant American social insurance program, illustrated 
America's tentative approach toward the provision of 
social insurance. On the one hand, the laws were a form 
of social insurance in that they required all employers to 
pay for industrial injuries, thus changing the process of 
collecting damages for such accidents from a personal to 
a societal undertaking. On the other hand, th^ lawo did 
not spread the risks of paying the costs of Industrial acci- 
dents very broadly. They operated on the state, rather 
than the federal, level. They asked only employers, and 
not employees, to make financial contributions. And they 
continued to permit private insurance companies to 
cover the newly defined risk, rather than stipulating that 
government use its resources to spread the risk across 
many employers. In practical terms, the laws meant that 
employers were now legally required to buy insurance 
against the risk of having to pay the costs of industrial 
injuries (much as modem drivers are required to buy 
collision insurance). 

As these observations indicate, the laws did not mark 
a complete break with the past. And once in place, they 
tended to remain on the books, with the result that we 
continue to use laws from the beginning of the century 
to cope with the consequences of industrial accidents. 
Nevertheless, the passage of workers' compensation 
meant that most states had a social insurance law in 
operation as early as 1920. America's experience with 
social insurance was underway. 



Toward the Social Security Act: 
The 1920s to the Depression 

In the 1920s, the movement for social insurance lost 
some of the momentum it had gained in the previous 
decade. In the first place, the AALL and other pro- 
ponents proved unable to extend the social insurance 
concept beyond workers' compensation. Workers' com- 
pensation solved a practical problem: thf! rising costs of 
industrial injuries. However, other forms of social in- 
surance, such as health insurance, lacked this appeal to 
the employer's pocketbook. 

In the second place, the twenties marked a high point 
in the influence of private companies and trade associa- 
tions over American economic life. Prosperity through- 
out the decade indicated to many the wisdom of allow- 
ing private companies to take the lead in providing social 
welfare services such as pensions. Scientific management 
and industrial psychology encouraged employers to 
regard old-age pensions and other amenities not as costs 
so much as investments. Spurred by such reasoning, 
employers began to engage in a movement that was 



dubbed welfare capitalism." Its emergence under- 
scored the popular impression that private companies 
could handle social welfare problems themselves without 
recourse to governmental social insurance programs. 
Although the movement was confined to large companies 
that produced goods for national markets, its popular- 
ity in the 1920s undercut support for the extension of 
social insurance. 

Then, beginning in 1930, the Great Depression slowly 
altered the institutional landscape. It was brutal, crush- 
ing the economy, in one historian's image, like a tin can 
in a vise. More than 15 million Americans lost their jobs. 
Between 1929 and 1933, the country's gross national 
product (the value of all the goods and services produced 
in a given year) fell more than 30 percent; 5,000 banks 
and 90,000 businesses failed* Out of a feeling of despera- 
tion, people conceded to the government an expanded 
role in maintaining social welfare. 

But the depression did not occasion a stampede toward 
federal social insurance laws. For one thing, the need for 
immediate relief outweighed the need for long-range 
social insurance programs. For another, the tradition of 
state preeminence in social welfare policy (with the ex- 
ception of veterans pensions) continued to hold sway. 

Thus, when Franklin D. Roosevelt became president 
in March 1933, he did not call for the immediate passage 
of social insurance laws. Instead, he asked Harry 
Hopkins, a social worker with whom he had worked as 
governor of New York, to begin a program of emergency 
relief. The idea was to help the unemployed and to help 
them quickly. Looking for a more permanent and less 
cosdy solution than the dole, Roosevelt also asked in- 
dustrial and labor leaders to meet together and, in effect, 
to agree on measures that would aid economic recovery. 
This attempt at industrial self-regulation became known 
as the National Recovery Administration. 

If the NRA had worked, there might not have been 
a Social Security Act. Ins^jad, social benefits would have 
continued to be the near exclusive concern of 
businessmen. When the NRA failed to produce tlie sus- 
tained recovery for which Roosevelt had hoped, however, 
he began to explore other social welfare measures, in- 
cluding social insurance. In the failure of the NRA lay 
the seeds of the Social Security Act. 



Roosevelt Establishes 
A Study Committee, 1934 

Roosevelt had only the vaguest notions of the sort of 
program he wanted. He envisioned cradle-to-grave 
insurance that would, at one and the same time, be self- 
supporting and securely fmanced, and would leave 
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maximum discretion to individuals and to the states. As 
this sketchy and contradictory blueprint suggested, 
Roosevelt wanted to preserve his options. 

In early summer 1934, Roosevelt decided to have his 
administration prepare an economic security bill, cover- 
ing both old-age and unemployment, in time to present 
to Congress early in 1935. In essence, Roosevelt's actions, 
coming as they did near the peak of his popularity, took 
control of social insurance proposals away from Con- 
gress, which was debating old-age benefit and unemploy- 
ment compensation bills, and brought it to the executive 
branch. 

For advice on how to proceed with a comprehensive 
social welfare law, the Roosevelt administration turned 
to technical experts in the field of social insurance, to 
administrators of the few existing social welfare pro- 
grams, and to businessmen and labor leaders with inno- 
vative ideas 

The first step in the policy process was the establish- 
ment of the Committee on Economic Security, composed 
of cabinet members and cabinet-level advisers specially 
appointed by Roosevelt to study the problem and issue 
specific recommendations. The principal participants — 
Labor Secretary Frances Perkins; Harry Hopkins, 
Roosevelt's trusted adviser and administrator of the 
Federal Emergency Relief Agency; Treasury Secretary 
Henry Morgenthau; and Agriculture Secretary Henry 
Wallace— performed little of the actual work. That task 
feU to the committee's staff and to a technical commit- 
tee from within the federal bureaucracy. Later, the CES 
and the president established an advisory council com- 
posed of business, labor, and academic leaders. Perkins 
took the lead in setting up the apparatus, relying heavily 
on Arthur Altmeyer, who served as assistant secretary 
of labor. Altmeyer, a former secretary of the Wisconsin 
Industrial Commission, recruited Edwin Witte, another 
Wisconsin official associated with both Uie state govern- 
ment and the state university's economics department.^ 



The Study Committee Debates 
Unemployment Compensation 

Everyone agreed that unemployment represented the 
most important subject to be considered. Not only did 
it constitute the most serious problem the country faced, 
but it also was the most controversial. The controversy 
stemmed from a debate that had developed among 
experts in the universities, state governments, and 
private think tanks over the best design for unemploy- 
ment compensation. 

The AALL's 1930 model proposal for unemployment 
compensation contrasted sharply with the suggestions in 



a 1932 Ohio commission report. The AALL emphasized 
preventing unemployment by making each employer 
responsible for the * 'deferred compensation" that would 
be paid to his or her unemployed workers. Under this 
method, each employer would, in effect, be charged only 
for his or her own unemployment and not for that of 
another employer. The employer who seldom laid off 
workers would pay less in unemployment compensation 
than would the employer who often dismissed employees. 

In contrast, the Ohio report emphasized a broad pool- 
ing of unemployment's costs. The method behind this 
approach was simpler: money would be raised from 
employers and employees and used to compensate laid- 
off workers. 

The AALL favored plant or industry funds, with each 
employer's contributions being separate (see discussion 
of the Wagner- Lewis bill below); supporters of the Ohio 
approach wanted a single unemployment fund to cover 
the entire state. The AALL placed heavy emphasis on 
the adjustment of an employer's premium to reflect his 
risk — a concept known as experience rating; supporters of 
the Ohio approach preferred a universal rate that applied 
to all employers alike. By increasing the cost of 
unemployment to the employer, the AALL hoped to 
reduce unemployment. Supporters of the Ohio approach 
thought such concerns were irrelevant to the pressing 
problems of the depression. 

When the Roosevelt administration turned to the 
social insurance experts in 1934, it therefore found con- 
flicting advice. But those sympathetic v^th the AALL ap- 
proach had already succeeded in passing a law in 
Wisconsin two years earlier, and Wisconsin officials had 
already convinced Labor Secretary Perkins, the firet 
woman cabinet member in American history and the 
single most important person in the Social Security Act's 
creation, to support a federal bill that would allow the 
state of Wisconsin to retain its law and encourage other 
states to pass unemployment compensation laws. 



The Wagner-Lewis Bill, 1934 

In early 1934, the Wisconsin officials suggested that 
the federal government should legislate a tax on all 
employers, 90 percent of which could be offset if the 
employer paid into a state unemployment fund. By 
February, Sen. Robert Wagner (D-N.Y.) and Cong. 
David Lewis (D-Md.) had introduced legislation along 
these lines. This was known as the Wagner-Lewis bill. 

Although the technical details of the offset provision 
made the bill difficult to explain, it simply amounted to 
an inducement for states to pass their own unemploy- 
ment compensation laws so local businesses could avoid 
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the federal tax. If the states failed to pass a law, the tax 
would still be coUected from local businesses and treated 
as government revenue. Clearly, business would prefer 
to use the tax toward payment of unemployment com- 
pensation benefits. 

Noting that, if passed, the Wagner-Lewis bill would 
grant the states considerable latitude, Witte, the former 
Wisconsin state employee and now the staff director of 
the CES, commented: 

The States are given complete freedom to establish 
any kind of unemployment compensation system 
they wish. They may or may not permit separate in- 
dustry and plant accounts, and may or may not re- 
quire rmployee contributions in addition to the con- 
tributions paid by the employers. They can fix tlieir 
own benefit rates, waiting periods, and so forth. ^ 

Proponents of this approach accordingly argued that 
it would induce constructive experimentation. Wisconsin 
would continue its law while Ohio could pass a law that 
pooled the business contributions in a general fund. And 
if the federal laws were declared unconstitutional, the 
state laws would remain on the statute books. 

Despite its compatibility with the Wisconsin law and 
its head start in Congr ess, the Wagner-Lewis bill was not 
the automatic choice of the CES. Business and labor 
leaders who served as advisers to the committee raised 
objections. Marion Folsom, treasurer of the Eastman 
Kodak Company, spoke for many large employers when 
he argued that a national, rather than a state, system 
would make administration easier for companies doing 
business in several states. Folsom tended to favor an alter- 
native plan, known as the subsidy plan, under which the 
federal government would collect money for unemploy- 
ment compensation and then give it back to the states in 
the form of grants. He believed such a plan would prove 
favorable to business because it would include national 
standards, such as the possible requirements that 
employees contribute toward unemployment compen- 
sation and that employers with better employment 
records pay lower tax rates. (This last standard was one 
that would benefit Eastman Kodak, which had V.arned 
how to stabilize employment through the year and a void 
laying off workers after the summer rush when people 
sent in rolls of vacation films to be developed; at the time, 
much of Kodak's business involved the development of 
pictures.) 

Further, the constitutionality of the subsidy plan 
troubled business leaders little. If the law were declared 
unconstitutional, it would mean lower taxes. Similarly, 
if Congress decided not to renew the program, as it had 
with earlier grant-in-aid programs such as the Sheppard- 



Towner infant and maternal health act, it would be to 
businesses advantage. 

Labor leaders had their own reasons for being wary 
of the Wagner-Lewis approach. William Green of the 
American Federation of Labor noted: 

If we leave it to the States, we will have some States 
with a pool fund, we will have other States with 
resei-ve plant funds, and it will be just like our 
workmen's compensation laws, hit or miss, here 
and there, with the worker going from one state to 
another being subjected in one State to a plant 
reserve and to a pool fund in another.'' 

Green objected to individual ajmpany reserves, fear- 
ing that the funds would be used as a weapon against 
organized labor. Employers might offer slightly higher 
benefits or pay benefits for a longer period, upon the 
understanding that their employees remained unorga- 
nized; they could use their unemployment reserves . . .to 
build a company union, and thus prevent the growth of 
bona fide trade unions."® 

Sympathetic to these arguments, Perkins nevertheless 
decided on the Wagner-Lewis approach, and her opinion 
swayed the other committee members. From her 
Washington perspective, she feared that states righters 
(Southern Democrats) in Congress would become en- 
tangled in extensive debate over the specifications of an 
unemployment insurance bill and that that would in- 
definitely delay the passage of the Social Security Act. 
Perkins also worried about the attitude of future 
presidential administrations towsu'd any standards that 
might be included in a grant-in-aid biU. She viewed state 
laws as a * * safer * ' course to follow. * * I am more than ever 
convinced that any law which intimately affects the daily 
lives of pe:ople must have a considerable proportion of 
state and local opinion back of it,' ' she wrote a correspon- 
dent whc' urged her to recomme*'. J national, rather than 
state, stsindards for unemployment compensation.^ 

By the end of December 1934, the CES had decided 
to recommend state unemployment plans through 
legislation similar to the Wagner-Lewis biU.'^ Since Con- 
gress acquiesced in this decision and never changed it, 
workers still apply to state governments, rather than to 
the federal government, for their unemployment 
compensation. 



The Study Committee and Dr. Ibwnsend 
Discuss Old-Age Insurance 

As the experts conducted their specialized debate on 
unemployment, other staff members of the CES strug- 
gled to put together a plan to cover elderly people. They 



ERIC 



THE BEGINNINGS OF SOCIAL INSURANCE IN AMERICA 



worked in relative freedom, almost ignored. Describing 
his duties as a member of the CES staff, Princeton labor 
economics professor J, Douglas Brown wrote, we were 
left largely alone to work out a national system of old-age 
insurance/ Staff director Witte, his haiids fuU with the 
battles over unemployment insurance, showed little in- 
terest in Brown's plans.*^ 

Witters indifference formed a vivid contrast to the in- 
tense enthusiasm of elderly persons themselveis. Many 
interested citizens saw the primary matter before the 
CES as designing an old-age retirement program rather 
than creating an unemployment insurance program."^ 
At the time, there was no magic in the word 'nsurance. 
Elderly persons needed income, and it mattered little to 
them how this money was provided. Indeed, it was, 
almost by definition, too late for them to contribute 
toward their own retirement pensions. They would in- 
stead require direct aid from the government. 

Elderly persons organized to express this message. Led 
by Francis Townsend, a retired doctor living in Califor- 
nia, the Tbwnsend movement enroUed tens of tliou sands 
of elderly members. Towi)send vociferously demanded 
tJiat anyone over the age of 60 be paid a flat pension of 
$200 a month from the federal TVeasury on condition 
that the recipient r^*' re from the labor force and spend 
the entire amount ol aoney within a month.** Moreover, 
he managed to base his claim that elderly persons de- 
served special consideration on the notion that, by help- 
ing them. Congress would also promote economic 
recovery. Because elderly persons would spend their 
government grants, they would also put more money into 
circulation, bid up the price of goods and services, and 
restore prosperity. Thus, special interest legislation could 
be perceived as being in everyone's interest. **This plan 
is only incidentally a pension plan,'* Townsend said. 
*The old people are simply to be used as a means by 
which prosperity will be restored to all of us.''*^ 

There was an intuitive appeal to Townsend 's ap- 
proach. One of the popular explanations for the depres- 
sion centered on an 'Wersupply'* or * 'overproduction'' 
of goods and services. Under Townsend's plan, elderly 
people would consume some of those jjroducts. Unlike 
other demographic groups, they had relatively little in- 
centive to save for a rainy day; their rainy day had already 
arrived. Besides, in a stagnant economy with only 
''sterile' ' investment oudets, savings achieved little. So 
elderly persons would consume rather than save. More- 
over, they would also make room for thi young in the 
labor force since the plan would, in Townsend 's words, 
"create a scarcity of labor through this retirement system 
so tha? thosf people who are not old enough to retire will 
be in a position to demand and receive decent wages." 



The Townsend movement attracted the nation's atten- 
tion at the precise moment that the CES began its work. 
The staff members on : le committee regarded Townsend 
as a mixed blessing. On the one hand, he called atten- 
tion to the need to include the elderly population in the 
administration's economic security bill. Congress, feel- 
ing the heat from its elderly constituents who, not coin- 
cidentaUy, voted in lai ge numbers, would insist on some 
provisions for those constituents. On the other han»l, 
Townsend did not favor social insurance; it was irrele- 
vant to him. Thus, the Townsend movement did litde to 
further the cause of social insurance; and without a social 
insurance approach toward old-age retirement, CES staff 
members realized, appropriations would be at the mercy 
of Congress. If, as might well happen, the fervent liber- 
alism of the 1930s gave way to the wary conservatism that 
had characterized tlie 1920s, elderly persons would suffer 
Generous provisions would become meager just when 
the elderly population had learned to depend on the 
government's generosity It would be far better, staff 
members believed, to adopt an approach that would per- 
mit orderly social planning by allowing the costs of old- 
age pensions to be budgets J for in advance; far better to 
reduce the burden on the federal government and the 
uncertainty of congressional appropriations by having 
workers and their employers contribute toward their 
eventual retirement pensions. 

Townsend scoffed at the idea of orderly social plan- 
ning. He put his case much more plainly: 

For the past five years [he said in 1935], the people 
of the United States have been living in depression. 
They have been starving in the midst of plenty They 
have seen experiment after experiment tried out; ex- 
periments which bore the recommendations and 
hearty approval of men we call "econonJsts." I have 
said to the people of America that it is time we tried 
a new experiment; an experiment which has not had 
the blessing of the so-called "economists" and is 
therefore dubbed "fantastic" by them.*^ 

The economists regarded the Townsend scheme as fan- 
tastic because they believed it to be impractical. As 
Secretary Perkins noted, "two hundred doUars a month 
to every person now over 60 years of age would amount 
to something considerably more than one half of the na- 
tional income of the USA, and it seems almost fantastic 
to estimate a solid, substantial insurance scheme in any 
such terms as that."^® 

Although the Townsend plan created popular 
pressures for the passage of an old-age pension law of 
some sort and although the CES staff favored a social 
insurance approach, it proved diflicult to create a 



ERLC 



17 

On 



SOCIAL SECURITY IN THE USA 



feasible insurance plan. Unaccustomed to thinking 
about federal programs, the staff at first proposed to have 
the states or private companies administer old-age insur- 
ance. Worried about the constitutionality of a social 
insurance program, they hesitated to recommend com- 
pulsory (rather than elective or voluntary) coverage. By 
November 1934, however, the CES members had 
decided on a compulsory federal old-age insurance 
plan.*^ 

In deciding to bypass the states at a time when other 
CES staff members were recommending a state ap- 
proach to unemployment compensation, the CES 
experts assigned to study old*age insurance followed 
administrative logic to its limits. Brown later noted that 
they deliberately stressed the problems of establishing 
separate state old-age insurance systems, writing memos 
to the other staff members with **awesome descriptions 
of the complexities.' They realized that the opinions 
of the AALL and the existence of the Wisconsin 
unemployment law made it difficult for the f JFS to 
recommend a national approach to unemployment com- 
pensation; however, fewer roadblocks stood in the way 
of recommending a national system of old-age insurance. 

Such a recommendation raised three pressing prob- 
lems. One concerned the measures that would be taken 
to solve the problems of those already old and already 
retired. As Townsend and his followers knew, social in- 
surance could do nothing for this group. The second 
problem involved the difficult matter of designing a plan 
to finance old-age insurance. The third had to do with 
coverage. Would such insurance include, for example, 
the self-employed, such as a store owner, or someone who 
worked for many employers, such as an itinerant laborer? 

lb solve these problems, the CES recommended three 
programs for old-age security. One called for the estab- 
lishment of an old-age insurance program, with a com- 
plicated and detailed financing plan; another proposed 
that the federal government help to fund state relief pro- 
grams for the low-income elderly; the third suggested 
that, for those people who Congress decided would not 
be eligible for the old-age insurance program, a volun- 
tary program be established that would allow them to 
buy old-age annuities directly from the federal govern- 
ment. In executive director Witte's estimation, this 
amounted to a comprehensive solution to the problem 
of old-age security. Each of the three parts of the system 
complemented the other parts. 

"The federal grants-in-aid for pensions paid by the 
States are designed to stimulate all States to enact liberal 
old age pension laws for the support of people now old 
who are in need,' ' Witte said.^^ As matters stood, old-age 
pensions existed in twenty-eight states^ and more than 



180,000 people received them. But fourteen etates had 
a 70-year-old age limit and required the recipient to have 
lived in the state for at least ten years. None of the states 
paid pensions to a person who had more than $3,000 
worth of property, and the most any state paid was a 
dollar a day.^^ 

Nor were these pensions free of political influence. As 
one Republican congressman complained, "Out in 
Minnesota where we have a radical administration in 
power now, it is almost impossible for indigent 
Democrats and Republicans to qualify for relief, and the 
resuk is that they are all joining up with this radical party 
in order to get relief and relief work.' The grants-in- 
aid would make state old-age pensions more adequate 
and less subject to political abuse. 

Adequacy and nonpartisan administration came at a 
high price. Since so many elderly were in need and since 
they would not be required to bear part of the expense 
or join a political party to get the pensions, costs would 
be high. To reduce the future costs of these ' ^gratuitous' ' 
pensions, the federal government would also pay 
**eamed" pensions through what Witte called a **com- 
pulsory contributory annuity system designed to enable 
younger woru^^s, with the help of their employers, to 
make their own provisions for old-age."^* 

The creation of contributory pensions raised extra- 
ordinarily difficult problems of social engineering. The 
basic consideration was the rising cost of the pensions. 
As time passed, their total cost would increase, even 
without an increase in the generosity of the benefits. The 
reason was that, whether or not there was an extension 
of coverage, the percentage of the retired population 
eligible to receive Social Security would rise over time. 
Whatever else happened, old-age insurance would cost 
more in the future than when it started. 

The next consideration was the low value of the pen- 
sions that older workers could earn through their con- 
tributions. Assume, for example, that a worker who 
received an average monthly wage of $50 paid into the 
old-agie insurance fund at the rate envisioned by the CES 
for five years. Tbgether, his and his employer's contribu- 
tions would entitle this worker to an **earned' * pension 
of only 24 cents per month. Ten years of contributions 
would make the worker eligible for 75 cents a month. 

Further, a system of earned pensions would mean that 
the old-age pension plan would build up a huge reserve 
in the early years of the system to meet the costs that 
would arise in later years. The CES estimated that a 
^^fuUy funded' ' pension plan could lead to the creation 
of a reserve fund as large as 70 billion dollars in 1975. The 
problem here was that some conservative congressmen 
believed that the government would be tempted to spend 
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those reserves to meet current expenses and some 
economists doubted the government's abUity to invest 
such a large reserve prudendy. 

Tb solve these problems, the conmiittee recommended 
an initial delay of five yeais between the first year of con- 
tributions into die system (from a payroll tax borne 
equally by employers and employees) and the first pay- 
ment of regular benefits; a system of gradually rising tax 
rates, which would handle the problem of long-range 
costs; and an eventual subsidy from general revenues, 
which would allow those already old to receive **un- 
earned'' but not **gratuitous'' pensions and also reduce 
the size of the required reserve. Witte explained the com- 
plicated system that resulted: 

The plan is designed so that people who start con- 
tributions after the 5 percent rate is in effect (the 
highest tax, scheduled to take effect in 1949) will 
pay their own pensions. People who are now past 
middle age will not pay their own pensions entirely 
These unearned pensions will in the long run be 
paid by the United States government, but the 
United States government \ ill not be required to 
make any contributions for many years to come— 
for 30 years, not until 1965.^5 

As for the voluntary annuities, the thiid aspect of the 
plan, they were intended, according to Witte, "to give 
self-employed people, housewives and so forth, the same 
opportunity to make their own provisions for old-age that 
the employed persons are required to make/'^e 

Witte and the other committee members used the 
word pension to describe all three of the old-age programs. 
Both the state-run welfare program and the federally run 
compulsory old-age insurance program would, for exam- 
ple, pay pensions. The difference was that die states 
would pay "unearned'' pensions, and the federal pen- 
sions would be "contractual and free from any means 
test.' 

Yet many people wondered if this elaborate system was 
worth the trouble. As one congressman asked rfietorically, 
* *If it costs the government more to have a combined con- 
tributory annuity plan and an old-age non-contributory 
pension plan, what is the advantage of having the con- 
tributory annuity plan?"" In its defense, the commit- 
tee looked toward tlie long nm. "Only through the 
method of preventing dependency through some form 
of cooperative thrift can the cost of relief be kept down,' ' 
the CES stair members wrote.^^ 

In looking toward the long run, the committee hoped 
to create a system of unemployment compensation, old- 
age insurance, and welfare that was beyond the reach of 
partisan politics. Politicians, even more than economists. 



appreciated the wisdom of the English economist John 
Maynard Keynes when he said, "In the long run, we arc 
all dead." These politicians realized their dependence on 
present-day voters, and the depression put an increased 
premium on immediate rather than long-run action. But 
the CES asked Congress to put aside its present-day con- 
cerns and create a program that would be financially 
secure far into the future. It requested that Congress 
avoid legislating large benefits for elderly persons today 
so that the system would not go banknipt tomorrow. Fur- 
ther, it wanted Congress to leave the administration of 
the program to trained professionals, who would resist 
taking actions solely for political gains. The committee 
envisioned the establishment of a social insurance board 
th-^t would be a "nonpolitical organization, protected as 
far as possible from politic^ 1 influence, even such as 
might arise from an exeou;ive department under a 
politically minded administjation."^® 



Congress Considers 
The Social Security Bill, 1935 

In January 1935, Roosevelt presented Congress with 
an omnibus measure that combined programs covering 
children, the unemployed, and the elderly in a single 
legislative package. The administration bill included the 
unemployment compensation plan modeled on the 
Wagner-Lewis bill, the three programs for elderly 
citizens, and a program in aid of dependent children, as 
well as provisions for infant and maternal health care, 
child welfare, vocational rehabilitation, and public 
health. It was, by far, the most comprehensive social 
welfare bill that any Congress had ever been asked to 
consider. 

Because the legislation sought to establish a tax for 
unemployment compensation benefits and another tax 
for old-age insurance. Congress handled it as it did other 
forms of tax legislation. Tkx bills began in the House of 
Representatives and then were debated in the Senate. 
Congress used special standing committees to analyze 
such legislation. Hence, the Committee on Ways and 
Means in the House and the Committee on Finance in 
the Senate held lengthy hearings on the legislation in the 
winter and spring of 1935. 

The bill prepared by the CES faced intense scrutiny 
in the congressional committees. Such scrutiny was par- 
ticularly critical in the House since that body tended to 
follow the recommendations of the Committee on Ways 
and Means closely. In the case of the Social Security Act, 
as the measure came to be known. Congress accepted all 
the committee's suggestions. 
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The Ways and Means Committee deleted the section 
of the bill calling for voluntary annuities and shov/ed only 
marginal interest in the old-age insurance section. In an 
executive (closed) session of the committee, supporters 
of the administration agreed to eliminate the voluntary 
annuities in return for the committee's support for the 
compulsory old-age insurance program.'* 

As for old-age insurance (Title II of the bill), a com- 
plication arose when the administration decided at the 
very last minute that it could not tolerate a deficit in the 
old-age insurance plan, even though the deficit was not 
scheduled to arise until the 1960s. Roosevelt dispatched 
IVeasury Secretary Henry Morgenthau to appear before 
the House Ways and Means Conmiittee with a new plan 
that would make the program **My funded," without 
the need for general revenues.'^ Many objections were 
raised. Businessmen realized, for example, that the presi- 
dent's fiiUy funded plan meant higher tax rates than the 
original CES proposal. They objected both to the higher 
tax rates and to the large reserves (money collected for 
Social Security but not spent immediately) that the presi- 
dent's plan entailed.^' But despite these objections, 
Roosevelt got his way on the funding provisions of the 
old-age insurance law. 

Meanwhile, the Tbwnsend plan continued to attract 
a great deal of attention. Its chief congressional propo- 
nent contrasted its generosity with the inadequacy of the 
administration's bill. Like many of his fellow legislators, 
the congressman ignored the bill's old-age insurance 
completely since benefits were not scheduled to begin un- 
til 1942. Instead, he concentrated on its relief features, 
which he said offered a * 'pauper's dole" to ''God's 
beloved old people, who have read newspapers, who have 
studied the Bible, who have read books, who are intel- 
ligent, but who are pitifijlly helpless in theii- old-age 

I want to say these old people will resent it, and they will 
resent it bitterly,' ' the congressman said.^* 

It was the old-age relief section of the bill, however, that 
became its most popular feature. As one member of 
Congress announced, "Let me say frankly at the outset 
that the only part of the President's economic security 
bill that I am very greatly interested in for the moment, 
or that many Members are very greatly interested in, is 
section 1 of that bill [the relief section].' '^* Witte later sug- 
gested that if this section had not been included, the bill 
might never have passed.^^ The reasons why this measure 
was so popular were not difficult to discern. The bill did 
not challenge the primacy of state and local administra- 
tion, and it provided a ready source of federal fiinds that 
could be distributed almost immediately Congress 
gratefiilly accepted these provisions, as it did similar pro- 
visions in aid of dependent children.^^ Old-age relief, in 



a sense, was the administration's and the CES's response 
to the Ibwnsend plan. 

Sensing the popularity of old-age relief, Cong. Allen 
Treadway (R-Mass.), the ranking Republican member 
of the House Ways and Means Committee, sponsored 
an amendment on the floor to make the noncontributory 
pensions more generous. By way of contrast, he called 
the old-age insurance program the ' 'worst title in the bill, 
. . .a burdensome tax on industry." Taking advantage 
of old-age insurance's lack of popularity, Cong, Thomas 
Jenkins (R-Ohio) said the government would "seek to 
compel every wage earner to pay for an insurance policy 

even though he cannot afford it The Government, by 

virtue of the passage of this act, will have wrung out of 
the poor people of this coming generation the greatest 
surplus ever contemplated by the brain of any business 

man Mr. Chairman, what is the hurry? Nobody is 

going to get a dime out of this until 1942. This will not put 
anybody to work. This will not buy bread for anybody 
now.' '3^ And Cong. Daniel Reed (R-N.Y.), later chairman 
of the Ways and Means Committee, argued that both the 
old-age insurance and the unemployment compensation 
programs should be eliminated. "They are not relief pro- 
visions, and they are not going to bring any relief to the 
destitute or needy now nor for years to come," he said.^* 

Despite these efforts to defeat the old-age insurance 
sections of the bill, the House followed the lead of the 
Ways and Means Committee, passed the measure 
without further amendment, and sent the bill to the 
Senate. 

Unlike the House, the Senate spent a great deal of 
time on the old-age insurance sections. Fifteen senators, 
including Walter George (D-Ga.), who would subse- 
quently become chairman of the Finance Committee, 
voted to eliminate old-age insurance from the bill. It did 
not amount to a ringing endorsement. 

Although the Senate eventually voted in favor of old- 
age insurance, it included an amendment that, if the 
House had concurred, would have seriously affected the 
program. It concerned the right of employers and 
employees who already had old-age pensions to opt out 
of the federal law. This proposal, drawn up by Sen. 
Bennett Champ Clark (D-Mo.) and known as the Clark 
amendment, remained in the bill until it was finally 
deleted by the conference committee charged with recon- 
ciling the House and Senate versions of the bill.*^ 

The Senate devoted more attention to the Clark 
amendment than to any other single subject. Sen. Alben 
Barkley (D-Ky) (later Thiman's vice president) wondered 
if Clark's amendment would create a ' 'competitive situa- 
tion between the Government and private annuity or 
insurance companies, so that a lot of high-pressurt 
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salesmanship would be brought to bear on employers by 
private companies to adopt a private system in competi- 
tion with the national system/^ Barkley speculated that 
adoption of the Clark amendment would leave the 
federal system with the older employees, who, by the 
terms of the law, received subsidized pensions.*^ Such a 
situation might bankrupt the federal plan. Sen. Thomas 
Connally (D-Texas) agreed: **A11 the prosperous 
businesses will build up their own litde plan, thinking 
they can save money by it, and there will be only the lit- 
tle wobbling, crippled corporadons to participate in the 
Government plan,'' he said.*^ 

Senator Clark disagreed. ^4f the high-pressure 
salesmanship led to employers extending more generous 
treatment to their employees, I do not see that there 
would be any disadvantage to anybody,' ' he said. He also 
called attendon to the fact that some of the private pen- 
sions were more liberal than the proposed old-age in- 
surance progi-am since they had earlier retirement ages 
(particularly for women), disability protecdon, joint 
annuities for wives, and provisions for past service.*^ 

Although businessmen and other conservatives sup- 
ported the Clark amendment because they wanted to 
promote compedtion between the federal government 
and private insurance companies, the federal planners 
who had worked for the CES strenuously objected. Just 
like Senators Barkley and Connally, they argued that the 
Clark amendment would leave the federal plan with the 
worst risks to insure: relatively old workers who would 
not have many years in which to make Social Security 
contributions. The private sector could simply refuse to 
insure such workers and leave the load to the public sec- 
tor, which would then face prohibitive costs. Social 
Security taxes would have to rise to cover the costs, driv- 
ing more workers away from the system. Support for 
Social Security would be undermined by the fact that 
many workers would have chosen not to participate.** 

In the end, Franklin Roosevelt insisted on the 
withdrawal of the Clark amendment for * * further discus- 
sion.'^ As he did on other aspects of the legislation, the 
president got his way** 



Social Security Becomes Law^ 

August 1935 

In August 1935, President Roosevelt signed the Social 
Security Act into law. Its contents amounted almost to 
a catalogue of Americans social welfare programs. First, 
the bill established a federal-state unemployment insur- 
ance program based upon the Wagner-Lewis bill. Sec- 
ond, it ininated federal grants to the states for welfare 
payments. Money from these tides would be awarded by 
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local welfare departments to needy dependent children, 
blind people, and elderiy cidzens. Third, the act granted 
the states funds for such acdvities as vocational 
rehabilitation, infant and maternal health care, pro- 
grams to aid crippled children, and public health pro- 
grams. Fourth, and most important, the act created an 
old-age insurance program. In other words, the 1935 
Social Security Act, with the significant exceptions of 
disability and health insurance, laid the basis for this 
country's modem social welfare system. 

The fourth element of the Social Security Act was the 
most revolutionary. Unlike the other provisions, the old- 
age insurance program relied on direct federal provision 
of a service, involving no local or state intermediary. The 
states and localities administered welfare payments; 
the states administered unemployment insurance. The 
federal government alone would administer old-age 
insurance. As we have seen, it required considerable 
political energy to enact this part of the Social Security 
Act into law. 



Educational Considerations 

This chapter contains some detailed and highly tech- 
nical material. Nonetheless, we believe it holds impor- 
tant classroom lessons. The material on the advent of 
industrialism encourages students to practice history as 
a sympathetic act of the imagination. The preindustrial 
world represents, to use one historian's pretty phrase, the 
world we have lost. It might be worthwhile, therefore, for 
teachers to ask students to confront the realides of this 
world. What threats did it pose to the average cidzen^s 
security? A good comparison could be made between the 
droughts of the preindustrial world, which caused 
harvests to fail and people to die, and the drought of the 
summer of 1988, which, although it reduced farmers' in- 
comes, merely reduced our surplus of grain. The margin 
of subsistence has clearly widened. 

That, in turn, invites students to think about how in- 
dustrializadon changed the world— how some people 
were able to leave the land, move to cities, and work in 
a transformed environment. Students might want to 
know about the new threats to security that industrialism 
posed. Women and children in Lowell, Mass., worked for 
long hours under what many would regard as dangerous 
conditions. The gears and teeth of the machinery — and 
here some visual aids might be bi order — were left ex- 
posed so that clothing and, at dmes, fingers, could get 
caught in the machines, often widi tragic results. Yet when 
these workers tried to obtain compensadon for their in- 
juries, as the chapter details, they often found their way 
blocked by a recalcitrant legal system. 
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Part of the complexity in the chapter sterns from the 
complexity of our political system. The possibilities fui 
creative discussion are abundant. Students might want 
to know just how we have divided responsibUitics among 
the various levels of government, lb see their government 
in action, students might also want to visit a local welfare 
or Social Security office. 

Additionally, a study of Social Security provides a 
splendid opportunity for students to learn about the legis- 
lative process. A class project might involve tracking the 
fate of a particular bill: its inception, the various hearings, 
the committee reports, the debate as reported in the Can- 
gressioml Record, and the president's statement upon sign- 
ing it into law. Students with strong research skills might 
wish to use the microfilm edition of the New York Times to 
do research into the passage of the Social Security Act 
itself. 

Economics also comes into play in considering the 
development of the Social Security Act. Here the class 
might try to recreate the dilemmas that faced the 
founders of the system in an exercise that would enable 
them to appreciate the system's rising costs over time 
and the need to prepare for future contingencies by 
either building a reserve or raising taxes. Students can 
find tangible evidence of the Social Security system by 
examining a pay stub or talking to a elderly person, who, 
more likely than not, is a Social Security beneficiary. 

Students with strong analytic skills might be asked 
to explain the differences between old-age insurance 
and old-age relief, and to decide how they might have 
divided responsibilities between the two types of pro- 
grams had they been in charge of the Social Security 
Act. 
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The Development 
Of Social Insurance Since 1935 



Although, as we have just seen, old-age insurance was 
far from a popular program when it was enacted in 1935 
and Congress instead focused most of its attention on 
old-age relief, old-age insurance is, in fact, the govern- 
ment's largest and most popular program today. That 
raises an intriguing question that is susceptible to 
historical analysis: how did old-age insurance acquire its 
popularity? Further, what were the fates of the other 



social insurance programs, such as unemployment com- 
pensation? How did these programs develop over time? 
Thus, we turn our attention now to the broad contours 
of the development of social insurance programs in mod- 
em America — in particular, the 1939, 1950, and 1983 
Social Security amendments, as well as the creation of dis- 
ability insurance and Medicare, and the postwar develop- 
ment of unemployment compensation (see fig. 4.1). 



Figure 4.1— Milestones in the History of Social Insu 

1878 Germany debates first national social insurance program 
1911 England adopts an unemployment compensation 
program 

Wisconsin starts first constitutional workers' compensa- 
tion program 
1920 Vocational rehabilitation program begins 

1933 Franklin Roosevelt begins first term 

1934 Committee on Economic Security begins its work 

1935 Passage of the Social Security Act, establishing two social 

insurance programs— Social Security and unemploy- 
ment insurance— and three public assistance 
programs— Aid to Dependent Children, Old Age 
Assistance (OAA), and Aid to the Blind ( AB) 
Passage of the National Labor Relations Act 

1938 Fair Labor Standards Act sets a national minimum wage 

1939 Comprehensive Social Security amendments, including 

survivors and dependents benefits, are enacted 
1950 Congress extends Social Security coverage to most 
groups of self-employed 
Aid to the Permanently and Totally Disabled (APTD) 
program is enacted 



2 and Related Publir Assistance Programs 

1954 Disability freeze is passed 
1956 Disability insurance begins 

1960 Kerr-Mills program for the medically indigent begins 
1965 Congress passes Medicare and Medicaid 
1972 Social Security benefits are indexed to the rate of inflation 
Disability insurance beneficiaries receive right to 
Medicare 

1974 Supplemental Security Income program begins, 

replacing OAA, AB, ard APTD 
1977 Congress passes Social Security financing legislation, 

raising Social Security taxes and adjusting benefit 

formula 

1981 Substantial cuts are enacted in major social welfare 
programs, including the phasing-out of student 
benefits and minimum benefits in Social Security 

1983 Social Security compromise resolves financing problems 

for the foreseeable future 

1984 Disability reform legislation responds to the controversy 

of people being removed from the disability rolls 

1985 Fiftirlh anniversary of the Social Security Act 

1988 Long-term care becomes a presidential campaign issue 
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The Debate over Financing Resurfaces: 

The 1939 Amendments 

When old-age insurance began, it was a politically 
vulnerable program. Its most serious test came over its 
financing provisions. In the first place, the plan would 
not pay regular pensions to anyone until 1942. That 
meant people would pay into the system for five years 
without any real assurance of ever getting anything back. 
By contrast, the welfare programs of many states were 
ready to pay immediate pensions to elderly persons on 
terms as generous as those provided by old-age 
insurance. 

In the second place, the reserves required to fund the 
program still caused considerable stir. The reserve plan 
rested on complicated and intimidating computations. 
In 1937, for example, $511 million went into the Social 
Security account, only |5 million of which was required 
for current expenses; therefore, most of the Social Secu- 
rity money rested in what government officials called the 

reserve account.'* Officials anticipated that in 1967, 
with the system much further along the road to maturity, 
the collection of Social Security taxes would amount to 
more than $2 billion. By then, however, benefits for the 
first time would cost more than the amount taken in, and 
money from the intei*est on the more than 138 biUion that 
had accumulated in the reserve account would make up 
the difference. By 1980 the amount of money held in 
reserve for Social Security would reach over $46 billion.^ 

As nearly everyone realized, that was a lot of money. 
In 1936, Republican presidential candidate Alfred 
Landon expressed the fears of many when he said, ' 'We 
have some good spenders in Washington. With this social 
security money alone running into billions of dollars, all 
restraint on Congress will be ofr.**^ In a rare show of 
unanimity, the Brookings Institution, the American 
Federation of Labor, the Chamber of Commerce, the 
heads of most insurance companies, and the editorial 
board of the New York Times all agreed with Landon on 
this issue.^ 

In February 1939, Harper^s ran an article that was 
typical of press coverage of the reserve question. Headed 
the '*The Social Security * Reserve' Swindle,** the arti- 
cle had a pungent lead: ' 'In January 1942, a long, angry 
howl of disappointment will be heard rumbling throu^- 
out the length and breadth of the land.'' The article 
claimed that the small [>ensions would disappoint peo- 
ple who expected to get as much from old-age insurance 
as other elderly citizens were getting from welfare. When 
told that the insurance pensions were low so as to build 
up a huge reserve fund, they would be doubly 
disappointed. 



Even Arthur Altmeyer, the former Wisconsin state 
official now entrusted with running the old-age insurance 
program, began to see the reserve's limitations. Altmeyer 
continued to stress responsible financing: people should 
be aware of the system *s long-tem liabilities. Expanding 
benefits could, for example, create unmanageable long- 
term consequences when the bulk of the covered popula- 
tion began to retire. Nor would an expansion of relief 
handle the problem since the elderly were expected to 
constitute 16 percent of the population in 1980 (they actu- 
ally constituted 11.3 [percent of the population in 1980, 
but depression planners could not have foreseen the 
postwar baby boom, which unexpectedly increased the 
total population).^ 

At the same time, Altmeyer agreed that the reserve 
method of financing had failed to give the American peo- 
ple ''a clear picture of the financial aspects of this old- 
age insurance system, and it [had] failed, apparendy, to 
impress many people with the sort of budgeting that is 
provided."* Created to remove Social Security from tlie 
pressures of partisan politics, the financing system had, 
in fact, led to political conflict. A system of ad^^ance 
budgeting had proved impossible to implement. 

As early as 1937, a consensus had begun to emerge in 
favor of changing the old-age insurance program so that 
the huge reserves did not form.^ Arthur Vandenberg, an 
influential Republican senator from Michigan, recom- 
mended that the payments of benefits begin sooner than 
1942, that the initial benefits be more generous, and that 
the payroll tax increase scheduled for 1940 be post- 
poned. If the reserves were abandoned, sound finance 
and more liberal benefitis could be achieved 
simultaneously. 

Ultimately, the financing issues were debated in a 
special Social Security advisory council established in 
1937 by Vandenberg and Altmeyer. Appearing before 
the council, Abraham Epstein, a social insurance expert 
who had become an outspoken critic of the Social Secu- 
rity program, said the fundamental flaw of the old-age 
insurance program was its slavish imitation of private 
insurance. **The entire conception of large reserves is 
derived from the fact that the framers of the Act have 
never understood the basic principles of social insur- 
ance It is obviously ridiculous to have a governmen- 
tal plan follow the principles of a private insurance 
company,'' Epstein said.^ 

In a much more tempered way, Reinhard A. Hohaus, 
an actuary for the Metropolitan Life Insurance Com- 
pany, argued along similar lines. He attempted to ex- 
plain, just as Epstein had, the differences between public 
and private insurance. Private insurance, he noted, was 
voluntary, and within it, the principle of actuarud equity 
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(the greater the risk, the higher the premium) was 
crucial. The federal government, by contrast, had the 
power to tax and therefore should emphasize what 
Hohaus called ''adequacy."® 

Using these justifications. Social Security officials pro- 
posed and the advisory council accepted rec ommenda- 
tions that, when adopted by Congress, radically changed 
old-age insurance. During the April 1938 meeting, 
J. Douglas Brown, former CES staff member and now 
chairman of the advisory council, unveiled a plan that 
contained provisions for benefits to be paid to the depen- 
dent children of a deceased worker. Further, these 
benefits were to be based on a worker's * 'avers^' * wages. 

In the original Social Security Act, all benefits were 
based on the total wages on which taxes were payable, 
(called ''credited wages/* in the jargon of Social Secu- 
rity). The new plan suggested revising this provision. So 
that benefits paid to dependent children were adequate, 
they would now be based more closely on what the 
worker had been making at the time the worker died. If 
relatively litde had accumulated in his or her Social 
Security pension fund because of youth, the new provi- 
sion lessened the resulting penalty on the worker's 
survivors. 

The move reduced the similarity in treatment between 
two workers with the same wage records. Because plan- 
ners now contemplated paying benefits to dependent 
children, workers* spouses, and workers' widow(er)s, the 
worker who died and left behind dependent children 
would get back more on his or her Social Security invest- 
ment than would the worker who lived until old age, 
never married, and never had children. 

Here then was a shift toward a system that recognized 
certain social problems as more pressing than others and 
tc jk steps to solve them. This was a new approach to 
Social Security, one that began to divorce public, sector 
social insurance programs from private insurance 
models in a very significant way (It should, however, be 
recalled that not everyone ''paid*' fortheir benefits under 
the 1935 formula, which favored the poor and the elderly 
by increasing the returns on the first dollars paid uito the 
fund relative to the returns on subsequent dollars.) En- 
dorsed by the advisory council, this approach was 
ultimately embodied in the 1939 amendments to the 
Social Security Act. 

Altmeyer regarded the essential concept behind the 
1939 amendments as the creation of family protection. 
No longer was social insurance limited to the economic 
inseairity workers faced when they reached old age. Now 
it would protect against other significant risks as well, 
such as the death of a wage earner. Now it would reflect 
the circumstances of a family. 



Moreover, by creating family protection, these 
amendments would also help to change the politics of 
social insurance from a near total absorption with the 
welfare of elderly citizens toward r new focus on the 
problems that affect people of all ages. ' 'The whole thing 
ties together, we think, to furnish a better pattern of pro- 
tection to all of the people who are covered under the in- 
surance system," Altmeyer said.^ 

Altmeyer also believed the 1939 amendments would 
help to ensure the survival of social insurance at a time 
when its survival remained in doubt. Between 1935 and 
1939, the Townsend plan had, if anything, gained in 
popularity, and congressional debate continued to be 
dominated by its supporters. In addition, the old-age 
relief programs (the state noncontributory welfare pro- 
grams) had acquired a political following since they, 
unlike the old-age insurance program (the federal con- 
tributory old-age insurance program), were already pay- 
ing benefits. Making old-age insurance more adequate 
also made it more politically attractive. 

Still, Altmeyer and other supporters of old-age in- 
surance had to walk a fine line. Thoughtful individuals 
inside and outside Congress realized that making social 
insurance more adequate so that it could compare 
favorably with relief would, in fact, undermine the con- 
tributory features that distinguished social insurance 
from welfare. The more benefits were raised, the weaker 
the relationship between benefits and contributions. As 
Cong. Jerry Voorhis of California (a state whose politics 
owed much to the Townsend plan) noted, ' 'a broad floor 
will be necessary under old-age insurance benefits.' ' But 
as soon as that floor appeared, the system would no 
longer be insurance. Instead, it would be a cross between 
welfare and social insurance. Far better, he argued, sim- 
ply to pay a pension to a broad group of citizens, 
financed, if necessary, from general revenues.^^ 

Altmeyer, Brown, and other social insurance sup- 
porters disagreed with this approach. As Brown told the 
House Committee on Ways and Means, 

Relief is bound to involve mounting costs, mount- 
ing dependency, and the impairment of. . , inde- 
pendence and incentive. . . . Relief leads to pater- 
nalism . . . because the less a person has as he 
approaches old-age, the more assistance will be 
given. It is an arrangement whereby an older per- 
son must of necessity become the ward of the state." 

Brown contrasted relief with contributory insurance. 
Social insurance prevented dependency, preserved thrift 
and self-reliance, and maintained **the dignity of human 
personality.' ' 
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Beyond these intangible appeals to American values, 
social insurance enjoyed another advantage over relief. 
Unlike the state relief systems, the federal old-age insur- 
ance program was relatively isolated from the payment 
of benefits based on political loyalty or expediency. The 
political system tended to play favorites with needy 
groups, assuring the well-organized elderly persons an 
advantage over the less politically powerful families with 
dependent children. By 1939, for example, all the states 
had joined the old-age relief program, compared with 
forty states that had begun programs in aid of dependent 
children. The number of elderly recipients exceeded the 
number of dependent children receiving aid by a factor 
of nearly 300 percent; in terms of federal dollars spent, 
the differential was even greater. Yet even the relatively 
generous payments to elderly persons varied gready from 
state to state, ranging from $6.15 in one state to $32.43 
per elderly person per month in another. 

Political abuse in the state of Ohio, where the gover- 
nor arbitrarily raised the old-age pensions by $10 a 
month, led the federal government temporarily to sus- 
pend welfare payments in that state. Questioned about 
the propriety of witholding $1,250,000 from the elderly 
in Ohio, Altmcyer replied that it was an **administra- 
tive" matter handled by a bipartisan board that had 
special knowledge of the law and its operations. Such 
administrative actions were necessary to prevent situa- 
tions in which political candidates deluged old-age pen- 
sion recipients with ^ ^campaign literature and promises, 
counterpromises, and warnings and counterwamings."^^ 
A social insurance system would help to end this sort of 
political abuse. 

By 1939, America had begun to produce a social in- 
surance system that, although still less generous than the 
relief programs of some states, provided protection 
against some of life's major hazards. With the blending 
of adequacy and equity, the American social insurance 
system had come of age. We owe our modem old-age in- 
surance program as much to the 1939 amendments as 
to the original 1935 law. 



Expanding Social Security Coverage: 
The 1950 Amendments 

Although the 1939 amendments marked a significant 
step in the creation of America's social insurance pro- 
grams, crucial elements were missing. One was broad 
coverage under old-age insurance since the program 
failed to cover farmers, the self-employed, and others out- 
side of the industrial or commercial labor force. Another 
was benefits that reflected America's postwar prosper- 
ity and the accompanying higher prices. A program 



created in the depression needed to be modified for a 
time of prosperity. After delaying the reform of old-age 
insurance through the war years and through the postwar 
conservative resurgence. Congress remedied these de- 
fects in 1950 and passed the most important amendments 
to the Social Security Act since 1939. As a result of the 
1950 amendments, the old-age insurance program be- 
came America's most successful social welfare program. 

As we have indicated, that had not been the case 
earlier. As late as 1940, federal social welfare programs, 
such as Social Security, remained relatively small. In 
1940, for example, the nation spent more than six times 
as much on state workers' compensation payments as on 
fed(^ral Social Security Veterans programs cost fifteen 
times as much as Social Security.*^ 

Further, within social welfare policy, social insurance 
played a distincdy secondary role. By the end of the 
l940sj just over a fifth of the elderly received old-age 
assistance payments; in a few states, it was over half The 
average monthly welfare payment was $42 in 1949, com- 
pared with an average Social Security benefit of $25.** 
And as late as 1950, more than twice as many people 
were on the state welfare roUs receiving old-age assistance 
than were receiving retirement benefits from the federal 
government under Social Security. 

In agricultural states, the disparity between old-age 
insurance and relief was extreme. In 1947, for example, 
Oklahoma had 575 elderly people on relief for every 
1,000 elderly residents, compared with a Social Security 
beneficiary rate of 50 per 1,000. Nebraska, Arkansas, 
New Mexico, South Dakota, North Dakota, and Mis- 
sissippi — all heavily agricultural states — each had very 
low levels of participation in the Social Security program. 
Moreover, fewer people received old-age insurance pro- 
tection in agricultural states than in industrial states — 
hence the wide differentials in the receipt of Social 
Security between Massachusetts and Mississippi. That 
put a huge burden on Mississippi since it was required 
to contribute toward the cost of old-age relief, whereas 
Massachusetts, a richer state than Mississippi, paid less 
for dd-age pensions. Such a system distributed resources 
in a far from equitable manner. 

As the statistics indicated, America had not yet come 
to accept social insurance as its primary means of pro- 
viding aid for elderiy persons, and a strong possibility ex- 
isted that a different form of pension, one based more 
direcdy on need, would replace social insurance prin- 
ciples. That in turn would make it more difficult to ex- 
tend Social Security into new areas, such as health insur- 
ance. It made litde sense to provide health insurance 
through the Social Security program when many peo- 
ple were not covered by Social Security. 
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Congress proceeded as it had in passing the 1939 
amendments. It appointed an advisory council to study 
the situation and produce concrete recommendations. 
This council met in 1948 and issued a report that had a 
major impact on the future of social insurance. 

The council took as its goals the prevention of 
dependency and the reduction of the need for public 
assistance. The chosen method to reach these goals, not 
surprisingly, was the extension of social insurance. The 
council members looked forward to universal coverage 
under old-age and survivors insurance, believing that 
**the character of one's occupation should not force one 
to rely for basic protection on public assistance rather 
than insurance.' 

However, extending social insurance coverage and 
raising benefit levels posed considerable problems not 
unlike those faced in 1935. If a new group entered tlxe 
system, for example, its elderly members would not be 
able to *^pay'' for adequate pensions. In response, the 
council adopted a similar solution to that adopted in 
1935. In effect, it recommended a new start for the 
system that required the same qualifying period for an 
older worker as was required for a person who was the 
same age when the system began operation in 1937. 
Hence, a self-employed person who was 55 in 1950 would 
be given the same special treatment as had been enjoyed 
by a 55-year-old factory worker in 1937. 

Another dilemma concerned the proper rate to charge 
the self-employed. Since they were both employer and 
employee, they might be asked to pay the combined tax 
rate. In the end, a * 'reasonable'' compromise prevailed 
in which the council recommended, and Congress 
adopted, a rate of 1-1/2 times the employee contribution 
rate rather than the combined employer and employee 
rate. The council cited various reasons for its choice, such 
as that the income of the self-employed reflected income 
from capital investment as well as income derived from 
personal services. The council also felt the self-employed 
would have a retirement age higher than that of in- 
dustrial workers and thus would end up paying into the 
system for a longer period of time. 

These decisions reflected the difficulty of blending 
adequacy and equity into a mature social insurance pro- 
gram. Reinhard Hohaus used a frivolous but apt meta- 
phor to explain the blend. He cited the analogy of the for- 
mula for a dry martini: ''While it seems to be generally 
agreed that much more gin (adequacy) should be used 
than vermouth (equity), there are decided differences of 
opinion as what the ratio of adequacy to equity should 
be."*^ Creating its own mixture of adequacy and equity 
in 1950, Congress substantially modified the Social 
Security progi-am. Eight million workers, most of whom 



were self-employed, were brought into the system; and 
average benefits were increased by about 80 percent. 

The Social Security system revived. In February 1951, 
for the first time, the number of its beneficiaries exceeded 
the number receiving old-age relief.^^ 



The Success of the Social Insurance 

Model: 1950-1980 

The old-age insurance program seemed to pass be- 
yond controversy within a few years of the passage of the 
1950 amendments. Major ideological issues diminished 
in their intensity so that Brown could write in the 1950s: 

The early issue between ''pay-as-you-go" and 
' 'large reserves' ' seems to have faded into the back- 
ground. In old-age and survivors insurance, we have 
let the actuaries worry about the problem of balanc- 
ing income and outgo over time. Perhaps this is a 
mark of financial sophistication. We trust specialists 
in most aspects of life, why not in the planning of 
the financial aspects of social insurance?^® 

It was almost as if the program was following the non- 
partisan blueprint that Arthur Altmeyer, Douglas 
Brown, and others had intended for it. 

In a similar vein, a 1959 essay by Wilbur Cohen, a 
University of Michigan professor who had been 
Altmeyer's chief assistant and would later become 
secretary of Healtli, Education, and Welfare, enthusias- 
tically described the growth and scope of the program. 
Cohen began on a cautionary note. "It is important to 
remind ourselves that just a few years ago old-age in- 
surance was a relatively small program,' ' he wrote. Then 
he launched into a fuU-scnj ^ tribute. 

Today, our [program] is the largest social insurance 
program in the United States, dwarfing any other 
social insurance program and even the veterans' 
programs. In protection afforded to employees and 
their wives, it exceeds the coverage of all private 
pension plans in the United States and is equivalent 
to about one-half of the face value of all the life in- 
surance protection—public and private— in the 
nation. And, moreover, it does this in a way which 
has not adversely affected initiative, thrift, or volun- 
tary pension plans, has preserved emphasis on self- 
responsibility and wage differentials, and has 
operated at the phenomenally low administrative 
cost of only 2 percent of basic payments, while 
disbursing benefits totaling nearly $40 billion in the 
past twenty years on an efficient basis without any 
taint of political manipulation or scandal.*^ 
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As we have seen, Social Security's success came 
gradually. The program did not be^n operations until 
1937 or pay its first pensions until 1940. As late as 1950, 
welfare to the elderly cost more and reached more peo- 
ple than did Social Security. Soon afterwards, however, 
social insurance skyrocketed ahead of the other pro- 
grams. By the mid-1980s, the Social Security Admin- 
istration (SSA) operated 1,300 offices and maintained ten 
regional headquarters. The employees in these locations 
sent 432 million checks to Social Security recipients per 
year and met with coundess individuals who wanted in- 
formation about the program.^^ 

Ideology has played apart in social insurance's suc- 
cess, as have more mundane factors related to the econ- 
omy, politics, and demography. Robert Ball, who, as 
commissioner of Social Security, piloted the program 
from 1962 to 1973, captured its ideological appeal when 
he referred to its **self-help approach." In social 
insurance, Ball noted, people demonstrate something 
* * positive — that they have worked sufficiendy to be eligi- 
ble and thus have an earned right to the payment.' ' 
Welfare forces applicants to prove something ^'nega- 
tive — that they do not have enough to get along on."^* 

The striking thing about Social Security is that it 
harnessed the growth of the American economy to its 
advantage. In his Newsweek colunm in 1967, Nobel Prize- 
winning economist Paul Samuelson called Social Secu- 
rity the * 'most successfiil' ' program in America's welfare 
state because it is based on **the eighth wonder of the 
world—- compound interest.' ' Other commentators have 
echoed Samuelson's faith in the program. Edwin Dale 
wrote in the New York Times in 1972 that, unless the 
world blows up or the country goes bankrupt, it is highly 
likely that current workers will get back from Social 
Security more than they paid in.' '^^ 

These commentators have understood the full im- 
plication of America's recovery from the depression. 
When the Social Security old-age insurance program 
began in 1937, experts expected many old people and 
relatively few young people to be in the population in 
the second half of the twentieth century. They failed to 
foresee the prosperity of the war and postwar eras and 
the baby boom that accompanied this prosperity. The 
combined result of these events was more money com- 
ing into the system than predicted. With unemployment 
down, more workers paid into the system; and fears 
about the system's future were eased by the realization 
that, beginning in the mid-1960s, the children of the 
baby boom would begin to enter the labor force and pay 
into Social Security accounts. No wonder, then, that 
Congress decided to increase Social Security benefits 



and hold down Social Security taxes^ as benefit increases 
in 1952, 1954, 1958, 1968, and 1972 illustrated. 

Unlike the social welfare programs that preceded it, 
Social Security old-age insurance was conceived to func- 
tion as an entitlement, in which benefits are mandated 
by law and money to pay for it comes from payroll taxes 
that are collected automatically. After the early 1950s, 
few members of Congress v;anted to change the system. 
Most praised its success. 



Disability Insurance (1956)9 
Health Insurance (1955)^ 
And Unemployment Compensation 

Although most people approved of old-age insurance 
after 1950, many hesitated to expand it to cover the risks 
of disability and ill health. Ihe battles over enactment 
of these measures proved to be among the hardest 
fought in America's political history. Unemployment 
compensation, as it developed in the postwar era, also 
posed many political and administrative dilemmas for 
which policymakers could find no easy answers. 

Disability insurance illustrated the incremental ap* 
proach that policymakers took toward the expansion of 
social insurance in the 1950s. At first. Congress refused 
to support the payment of retirement pensions for the 
disabled even though the advisory council had recom- 
mended such a measure in 1948. Then, in 1952, the 
House of Representatives voted to initiate a '*disabil- 
ity freeze,' ' in which a disabled worker could have his 
benefit record ''frozen*' ai^d still receive retirement 
benefits at age 65. The Senate failed to concur, and the 
measure died.^' In 1954, however, the disability freeze 
was again debated, and due, in part, to the expert lobby- 
ing of Ndson Gruikshank and Andrew Biemiller of the 
American Federation of Labor staff, this time it passed. 
The measure allowed states, acting through such agen- 
cies as the vocational rehabilitation program, to perform 
the administrative task of determining that a worker was 
'^unable to engage in substantial gainful employment' ' 
(earn a minimum amount of money). Finally, in 1956 — 
again with strong support from the AFL-CIO — Con- 
gress initiated a disability insurance program under 
which workers were allowed to receive a disability pen- 
sion at age 50. In time, this program became modified 
so as to permit workers of all ages and their dependents 
to receive both a disability pension and subsidized 
medical care as well. 

The fight over disability insurance served as prelude 
for the political battle over health insurance. In 1935, 
despite concern over the costs of medical care and a 
realization that these costs could be reduced through 
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what reformers called * 'group budgeting,' ' the framers 
of the Social Security Act failed to include health in- 
surance. The reasons were many and varied. Most 
believed that unemployment and old age constituted 
more immediate risks than did the inability of workers 
and their families to pay for medical care. Some also 
believed that medical doctors might oppose a measure 
that would affect the way in which medical care was 
financed. At the time, as already noted. Social Security 
failed to cover many of the people in most need of na- 
tional health insurance, and reformers consequendy 
envisioned a program of federal grants to establish state- 
run health insurance programs. 

In the 1940s, President Thiman decided to make the 
passage of national health insurance a legislative priority. 
But although he pressed his case after his victory in the 
1948 elections, he failed to reach an agreement with the 
American Medical Association over how a health pro- 
gram would be run. Meanwhile, the private sector, act- 
ing through nonprofit community-based Blue Cross 
hospital benefit programs and through insurance plans 
subsidized by employers and labor unions, experienced 
a revolutionary expansion in health care coverage. By 
1954, for example, unions were responsible for purchas- 
ing a quarter of the nation's supply of health care. 

Surveying the situation. Social Security officials began 
to concentrate their efforts on workers who had been left 
behind by the explosion in private health insurance. In 
1951, planners in the Federal Security Agency, the fore- 
runner of the Department of Health and Human Ser- 
vices, explored the idea of health insurance aimed at peo- 
ple who had already retired. Such people experienced 
particular difficulty in securing adequate coverage 
against the risk of ill health for two reasons. First, elderly 
persons who had already retired seldom received health 
insurance through their former employers. Second, Blue 
Cross and die private health insurance industry hesitated 
to extend coverage to the elderiy because, in the jargon 
of insurance, they were "bad risks." Social Security, by 
way 01 contrast, could use its broad base and pool the risk 
of ill health across many individuals. In essence, this 
meant it enjoyed a comparative advantage over private 
insurance in financing health insurance. 

The Medicare idea gained popularity slowly during 
the 1950s. At first. Congress and others interested in 
Social Security concentrated on the passage of disabil- 
ity insurance. With diis accomplished in 1956, however, 
their attention shifted to health insurance. 

As with disability insurance, America took an incre- 
mental path toward national healdi insurance. In 1960, 
for example. Congress enacted a program that allowed 
states to fund medical programs for the elderiy who were 



* 'medically indigent.' ' These programs followed a * 'pub- 
lic assistance" format, which meant that they included 
a means test to determine whether the person applying 
for help was truly indigent. States were allowed con- 
siderable freedom in administering the programs; many 
failed even to establish such a program. 

Social Security officials persisted in their argument 
that a social insurance approach would both protect the 
dignity of the nation's elderiy people and avoid burden- 
ing the general taxpayer with the cost of their health 
care. Wilbur Cohen, by now a high-level official in the 
Kennedy and Johnson administrations, devoted a con- 
siderable amount of his time to formulating this argu- 
ment and getting it heard in Congress. Throughout a 
long career (which ended with his death in 1987), Cohen 
proved to be one of the most influential advocates on 
social insurance's behalf The eventual passage of health 
insurance owed a great deal to his efforts. 

The labor movement and Cohen, concerned about 
obtaining health benefits for union retirees and eager to 
extend social insurance coverage, worked together in 
efforts to pass health insurance. Nelson Cruikshank of 
the AFL-CIO lobbied particularly hard for the passage 
of Medicare, as he did on nearly every other important 
piece of social insurance legislation passed between 1945 
and 1984. 

Medicare reached passage in 1965, the heyday of the 
Great Society. It formed part of a broad health package 
that included three major items: Medicaid, subsidized 
medicine for welfare recipients; hospital insurance, or 
Medicare, intended for Social Security retirees; and the 
supplementary program known as "Part B of Medi- 
care,' ' which paid the doctor's bills and was also intended 
for retuws. This third program was optional, and bene- 
ficiaries had to pay extra for it. Unlike "Part A of 
Medicare," it involved the use of general revenues and 
did not depend solely on contributions from workers and 
their employer . 

Disability insurance. Medicare, and unemployment 
compensation resembled one another in an important 
way Unlike simUar European programs, they illustrated 
die American dependence on private and state interme- 
diaries in the administration of social insurance pro- 
grams. Disability insurance, for example, relied on 
federally funded state administrators to make die initial 
determination of eligibility. Medicare used "fiscal inter- 
mediaries" and local "carriers" to make payments to 
hospitals and doctors. Unemployment compensation 
operated under state control with federal financial 
assistance. Tkken togedier, diesc programs revealed the 
complex state-federal, public-private partnerships that 
characterized American social welfare programs. 
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Unemployment compensation was an important case 
in point. This program provided temporary and par*' 
wage replacement to laid-off workers. Efforts to bring this 
state-run program under federal administrative control, 
which were vigorously pursued in the 1940s, proved 
unavailing. Instead, the program depended on a com- 
plex fiscal arrangement. Employers paid a federal unem- 
ployment tax; a portion of the money collected remained 
with the federal government while a larger portion was 
returned to the states to establish unemployment com- 
pensation funds and make payments to unemployed 
workers. The federal government used the funds it re- 
tained to pay the states' administrative expenses and to 
make loans to the states' unemployment trust fund 
accounts. 

The contents of the program varied significantly from 
state to state. Most states allowed workers to collect 
twenty-six weeks of benefits, yet these benefits contained 
wide variations. In 1986, for example, minimum weekly 
benefit levels varied from $10 to $62. 

In the development of the modern unemployment 
compensation program. World War II marked an im- 
portant turning point. During the war, unemployment 
rates remained low and states used the device of experi- 
ence rating to lower employers' tax rates. In contrast to 
5 million beneficiaries in 1940, only 500,000 persons 
drew benefits in 1944. Nor did the federal-state 
unemployment insurance program have to bear the full 
brunt of the postwar economic readjustment: in 1944, 
Congress enacted the Serviceman's Pvcadjustment Act, 
and of 15 million veterans, more than 9.5 million filed 
unemployment claims for ''readjustment allowances" 
under tins act between 1944 and 1949. Their benefit i; 
during this period totaled $3.8 billion paid out of general 
revenues. 

Within two years of the end of the war, all states had 
adopted experience rating. By that time, the average 
employer's tax rate was about 1.4 percent of payroll, in- 
stead of the standard rate of 2.7 percent that had been 
legislated in the Social Security .^ct. That meant that 
most employers had received * 'discounts' ' based on dieir 
good employment records. As always, however, individ- 
ual states varied significantly, with the average tax rate 
in 1946, for example, ranging from 0.3 to 2.1 percent. 

Once having gained lowt ^ tax rntes, employers lobbied 
to keep them, and lower tax rates began to press against 
the adequacy of the benefits. Wilbi,u^ Cohen and William 
Haber, a University of Michigan labor economist, wrote 
in 1960 that ''experience rating should not be permitted 
in a manner which may interfere with the basic objec- 
tives of unemployment insurance It seems to have done 
so." They cited experience rating as one of the reasons 



for liberal disqualification and tough eligibility stan- 
dards, as well as low benefit levels, in many states.^* 

Employers were sustained in their efforts to reduce 
unemployment compensation payroll taxes by scattered 
yet highly effective reports on abuse of unemployment 
benefits. In I960, the widely circulated Reader's Digest ran 
an article that cited the case of the Wisconsin mine-hoist 
operator who demanded sick leave for arthritis only to 
go touring country fairs as a sulky-driver in harness 
races. Eight weeks later, when he showed up for work, 
he was fired for misconduct. At that point he applied for 
benefits, and it was finally ruled that his behavior should 
not prevent him from receiving compensation. Such 
cases induced the American public's ambivalence toward 
unemployment benefits: the suspicion of malingering 
hovered near the surface of public discussion. 

For all the difficulties and inconsistencies in this state- 
run program, however, it, like old-age insurance, enjoyed 
considerable success in the postwar era. President 
Eisenhower's 1959 Economic Report called attention to 
unemployment compensation's stabilizing effect on the 
economy; unemployment benefits sustain ^^the aggre- 
gate purchasing power of consumers at a level higher 
than would otherwise prevail" and thereby ' Contribute 
significandy to the stabDization of the whole economy"^^ 
The payments, the report noted, made the 1957-1958 
recession much less severe than it would otherwise have 
been. 

Disability, health insurance, and unemployment com- 
pensation reflect the complex activities of a modern 
Social Security system. Health insurance, in particular, 
stands at the cutting edge of the modern debate over 
social policy Whatever the outcome of the current 
debate, the health and disability features of Social Secu- 
rity reflect both the influences of Social Security's popu- 
larity in the 1950s and 1960.S and the search for compro- 
mise that accompanies the resolution of controversial 
issues. Unemployment compensation reveals the per- 
sistence of state administration in American social 
welfare programs, as well as the significant effects that 
such programs can exert on the economy. 



The Modern Crisis in Social 
Security and Its Resolution: 
The 1983 Amendments 

By any measure, social insuremce l^ecame the nation's 
largest and most successful social welfare technique in 
the period between 1950 and 1980. Expansion of the 
Social Seem ity program to cover the disabled (1956) and 
enactment of Medicare's hospital insurance program 
(1965) testify to this success. So does the ninefold increase 
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in unemployment insurance expenditures between 1950 
and 1980. 

In recent years, however, Social Security has passed 
through a crisis of confidence that has little to do with 
health and disability insurance or with unemployment 
compensation. Instead, it has centered on the old-age 
and survivors part of the program. 

In thinking about this crisis, we should note that it took 
a long time to arrive. As early as 1939, SSA bureaucrats 
had realized a day would come when the system would 
spend more in benefits than it received from payroll 
taxes. At that time, the advisory council asked Congress 
to recognize the need for general revenues to supplement 
worker and employee contributions. In the 1940s, wor- 
ried about a possible postwar depression. Congress even 
wrote this principle into the law, yet it soon thought better 
of the idea and repealed a provision that called for the 
federal government to make up deficits in the program 
through general revenues.^^ 

In the affluent 1950s and 1960s, no one gave this mat- 
ter a great deal of thought. Any crisis appeared to be a 
long way off and could be averted through careful plan- 
ning and timely increases in payroll taxes. In the mean- 
time, the program continued to enjoy the benefits of new 
groups entering the system and of larger than expected 
increases in wages, both of which increased total con- 
tributions into the Social Security accounts. 

The crisis in Social Security financing began during 
the mid-1970s, when Congress decided to end the bid- 
ding to raise Social Security benefits before elections and 
to increase benefits scientifically. Led by conservative 
members who wanted to contain Social Security costs. 
Congress opted to * 'index'* the program to the rate of 
inflation as measured by the consumer price index (CPI). 
If prices rose, benefits would rise. It seemed a safe bet for 
the program's solvency since conventional wisdom held 
that wages, which determined the money coming into the 
trust funds, always increased faster than prices, which 
would now determine money going out of the funds. 

It seemed a safe bet, that is, until stagflation- 
simultaneous inflation and unemployment — changed 
the conventional economic wisdom. Beginning in the 
1970s, the CPI, which contained cosdy items such as 
housing and gasoline, increased faster than average 
wages. Since Social Security benefits are tied co the CPI, 
their cost began to rise at a faster rate than expected. And 
since Social Security revenues are tied to a tax on wages, 
the program's income (relative to outgo) was less than 
anticipated. Adding to the problems, unemployment 
rose at the same time as prices did, a near impossibility 
in the standard economic analysis. That meant even less 
money coming into the system than expected. 
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The result was a crisis. As one Social Security official 
explained, ''our 1972 estimates turned out to be very 
wrong, very quickly. But if we had predicted what actu- 
ally happened in the 1970s, we would have been practic- 
ing in an asylum."^^ 

In response to the crisis, Gerald Ford (and Jimmy 
Carter and Ronald Reagan after him) scrambled to keep 
the program solvent. A technical flaw in the indexing for- 
mula made the financial problems even more pressing 
by creating large and irrational benefit increases. And 
demographic changes, including increased life expectan- 
cies and declining fertility rates, also added to the financ- 
ing problem. In 1977, after a painful political batde. 
President Carter convinced Congress to raise both the 
percentage of the Social Security tax and the amount of 
income subject to that tax. Benefits were also scheduled 
to be reduced slighdy io bring them closer to what Con- 
gress had intended in 1972 (before the technical problem 
in the benefit formula arose). 

Inflation continued into the Reagan administration. 
When the president tried to correct the resultant prob- 
lems with a tight money policy, u severe recession broke 
out. Once again, lingering inflation combined with wide- 
spread joblessness brought new problems to the Social 
Security system. 

Questions arose just when alternative private sector 
investments, such as the much-touted Individual Retire- 
ment Accounts, appeared particularly attractive because 
of the high interest rates* Those with money in their 
pockets looked beyond Social Security for financial help. 
They compared private sector plans with a public sec- 
tor plan they were accustomed to think about in private 
sector terms. Predictably, they found the latter wanting. 
It became fashionable to ''zero it out''— that is, to 
assume it would not provide any benefits — in sessions 
between the young and their financial advisers. 

Despite the growing criticism of Social Security, Con- 
gress and the administration joined forces to ''save'' the 
program. In December 1981, Reagan appointed a bipar- 
tisan commission, the National Commission on Social 
Security Reform, to propose solutions to the Social 
Security problem and report to the president at the end 
of 1982. The commission's task was to find enough 
money to get through immediate financial problems and 
build a cushion for the future. Its proposal did just that. 
Other than that, the commission firmly believed that 
"the Congress in its deliberations on financing pro- 
posals, should not alter the fundamental structure of the 
Social Security program or undermine its fundamental 
principles." 2^ 

For dieir own reasons, representatives of both political 
parties on the commission wanted to save Social Security. 
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Daniel Patrick Moynihan (D-N.Y), the ebullient senator 
who served on the commission, argued that the key was 
getting the Republicans to agree that Social Secu ity 
could be saved through **a combination of relatively 
modest steps/' The alternative— a bankrupt Social 
Security system — was intolerable to officials who 
despaired over the fact that polls showed that half the na* 
tion did not think it would receive Social Security 
benefits. Moynihan asked readers of the liii^iington Post 
to think of what such a default implied: ''That govern- 
ment is lying. That government is stealing. That govern- 
ment cannot be trusted We began to accept the idea 

that there are fundamental issues that our system can- 
not resolve We have got to stop that. There is a center 

in American politics. It can govem."^^ 

Democrats Moynihan, the late congressman Claude 
Pepper (D-Fla.), former congresswoman Martha Keys, 
AFL-CIO president Lane Kirkland, and former Social 
Security commissioner Robert Ball worked with 
Republicans Alan Greenspan (currendy the chair of the 
Federal Reserve Board), Robert Beck (president of the 
Prudential Insurance Company), Sens. Robert Dole 
(R-Kans.) and John Heinz (R-Pa.), and Cong. Barber 
Conable (R-N.Y.) and, together with administration 
figures such as White House chief of staff James Baker, 
budget director David Stockman, and others, fashioned 
a compromise. It should be emphasized again that the 
1983 compromise left the program largely intact. Essen- 
tially, the experts agreed that the short-run financing 
problem— while serious and requiring mediation- 
would take care of itself in time. In the 1990s, they 
argued, the system would enjoy a breathing spell, even 
without the 1983 amendments. The retirement of the 
depression generation and the continued employment 
of the baby boom generation would generate an impres- 
sive surplus in the program during the 1990s and through 
the first fifteen years of the next century. The retirement 
of the baby boom, everyone admitted, posed serious 
problems, but those problems could be handled by 
careful planning. 

Each side sacrificed something. In the spirit of com- 
promise the Democrats, led by Ball, accepted a perma- 
nent six-month delay in the annual cost-of«*Iiving adjust- 
ment — in effect, a roughly 2 percent reduction of benefits 
for all current and ftiture beneficiaries. The Republicans 
acquiesced to small increases in Social Security taxes 
achieved by initiating already-legislated payroll tax in- 
creases earlier than scheduled. In addition, the commis- 
sion recommended that the self-employed pay essentially 
the same amount as the combined rate for workers and 
employers. Both sides agreed to the treatment of up to 
one**half of Social Security income as taxable income for 



middle- and higher-income beneficiaries and to the 
extension of coverage to new federal employees. 

In its deliberations. Congress used the work of the 
commission as the basis of the 1983 amendments. Addi- 
tionally, Congress incorporated mto those amendments 
a provision that will gradually increase the normal retire- 
ment age from 65 to 67, beginning in the next century. 
As a result of these amendments. Social Security is now 
financially sound for many years into the future. The 
Social Security trust funds are expected to continue to 
grow for the next thirty years, thereby providing much 
lead time in which to respond to financing problems that 
could arise as the children of the baby boom genera- 
tion reach retirement age (see discussion questions 1-3 
in chap. 7). 



Educational Considerations 

Ibday, we have a full array of social insurance pro- 
grams. Some cushion the impact of unemployment and 
woik accidents. Others provide aid to retirees in the form 
of income maintenance and health insurance. Americans 
have an obligation to understand how these programs 
originated and how they have developed over time. 
Teachers will find that the history of social insurance 
encourages students to confront fundamental aspects of 
America's political and economic history. 

Mastery of this material will enable students to 
analyze some of the major issues of our time. Congress 
has recently passed a new ' ^catastrophic' ' health law that 
liberalizes some of the provisions in Medicare. Others, 
such as Claude Pepper, in cooperation with Arthur 
Flemming, the past secretary of the Department of 
Health, Education, and Welfare, have drawn up plans 
to extend social insurance to cover the risk of long-term 
care, and still jthm are pondering ways to maintain the 
solvency of the Medicare trust funds. In addition, the 
state of Massachusetts is in the process of implementing 
its new * 'health insurance for all' * program designed to 
extend coverage through businesses and the state to 
nearly all uninsured Massachusetts residents. Each of 
these social insurance issues concerns a vital part of 
America's future. In this area of social policy, as in so 
many others, an intelligent approach to the future in- 
volves a sympathetic understanding of the past. 

But there are many other specific lessons to be drawn 
from this chapter In particular, the case study of the 1939 
and 1950 amendments allows us to confront what 
historians call the ' 'whig" theory of b'ntory — a form of 
history that focuses only on winners and assumes that 
their triumph was inevitable. The triumph of Social 
Security, as we have shown, was far from inevitable. The 
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program did not emerge from the mind of the Commit- 
tee on Economic Security staff as a full-grown sacred cow. 
As late as 1950, welfare remained every bit as popular 
as old-age insurance. Yet, in time, Social Security became 
our most popular social program. We would argue that 
this outcome is as it should be, but it is a matter for 
teachers and students to decide for themselves. What is 
less a matter of debate is the need to understand the 
history clearly and to gain a sense of how circumstances 
changed between the depression and the postwar eras. 
Social Security provides an ideal topic to compare and 
contrast these two eras: the low-birth, depressed thirties 
and the high-birth, prosperous forties and fifties. 

Students with considerable economic sophistication 
might wish to compare and contrast our unemployment 
and old-age insurance programs. Both represent forms 
of social insurance, but one is run by the states and the 
other by the federal government. Old age represents a 
* %turc' ' risk; we save now for our eventual retirement . 
Unemployment represents a '^current" risk; we could 
be unemployed at any time. Old-age insurance involves 
a transfer of money from one generation to the other; 
unemployment insurance involves a transfer of money 
from the working population to the unemployed. We 
pool one risk broadly and do not permit any ' 'discounts.' ' 
In unemployment compensation, we try to encourage 
the stabilization of employment through the device of 
experience rating. Students might consider if we go 
about these programs in the proper manner and, if not, 
how they might be changed. 

Having surveyed the history of social insurance pro- 
grams in considerable detail, we tum now to how the pro- 
grams function today. The next two chapters provide a 
teacher's handbook for understanding the operations of 
Social Security and other social insurance programs. It 
is our hope that these historical chapters have provided 
a solid preparation for what follows. 
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Your students can benefit from knowing how social in- 
surance programs directly affect their lives and the lives 
of those around them. Although, admittedly, program- 
matic details — such as how these programs operate, what 
costs they entail, what benefits they confer, and how to 
apply — can be a * 'snore,** learning a few of the details 
about social insurance programs can also make these 
programs come alive^ for in the final analysis it is what 
tliese progi ams do or fail to do for individuals that reaiiy 
counts. Programmatic knowledge can also help answer 
questions such as whether Social Security provides bene- 
fits to children and whether Social Security really pro- 
tects today's baby boomers. And the families of your stu- 
dents might benefit from the knowledge they take home. 

The goal here and in chapter 6 is not to make you a 
benefits expert, but to provide easy access to benefits in- 
formation, especially for Social Security and Medicare, 
the nation's largest social ins^urance programs. 



Social Security 

Social Security— the Old-Age, Survivors, and Disabil- 
ity Insurance (OASDI) program— protects nearly every 
American, young and old, against loss of income due to 
retirement, disability, or death of a wage earner. 

The program is administered by the SSA, which is 
part of the federal Department of Health and Human 
Services. About 1,320 local Social Security offices — 
covering every state^ the District of Columbia, Puerto 



Rico, the Virgin Islands, and more — and 3,400 small 
contact stations—for rural and isolated communities — 
handle OASDI applications as weU as those for Niedicare 
and Supplemental Security Income (SSI) (the welfare 
program for low-income aged, blind, or disabled per- 
sons). Inquiries and applications for benefits can be 
made in person at any Social Security office or, in many 
cases, by telephone or through the mail. People usually 
apply when 1) they are 62 or older and want to begin 
receiving retirement benefits, 2) they are unable to work 
due to an illness or injury expected to last at least twelve 
months or to result in death, or 3) there is a death in the 
family. 

Workers build protection for themselves and their 
families through employment covered by the Social 
Security system, receiving a ' 'quarter of coverage*' in 
1989 for each $500 dollars earned in a job covered by 
Social Security, up to four quarters per year. Tb be poten- 
tially eligible for retirement and survivors benefits, 
workers generally need one quarter of coverage for each 
year after 1950 or, if starting work in covered employ- 
ment after 1950, for each year after age 21 and before 
reaching age 62, or dying or becoming disabled before 
age 62. At least six quarters are needed but never more 
than forty. Tb be potentially eligible for disability benefits, 
workers also generally need credit for twenty out of the 
last forty quarters (five out of the last ten years), unless 
disabled before age 31, in which case fewer quarters are 
needed. For example, a person who is disabled just before 
age 27 will only need twelve quarters. 
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No source of retirement income is more important 
than Social Security, now and for the foreseeable future. 
This is especially so for moderate- and low-income 
elderly persons. According to 1986 Census Bureau data, 
elderly persons^ report that Social Security provides 
about 38 percent of all the income going to their 
households (see fig. 5.1) and more than 75 percent for 
households with incomes under $10,000. Other sources 
of income are important — especially asset income and 
earnings for the higher-income elderly — but none ap- 
proaches Social Security in terms of its widespread im- 
pact across all income groups.^ In fact, as previously 
noted, a recent Census Bureau study indicates that social 
insurance programs such as Social Security reduce 
poverty and inequality more than other social programs 
and more than taxes.^ 

Not only is Social Security the cornerstone of the in- 
come for today^s elderly persons, but those who have 



studied the question carefully have concluded that it will 
remain so in the future: 

The 1981 National Commission on Social Security 
reviewed alternatives to Social Security and con- 
cluded that none could provide the same certainty 
of benefits and widespread protection as Social 
Security Similariy, the 1979 President's Com- 
mission on Pension Policy endorsed Social Secu- 
rity's current role as the ccinerstone of the retire- 
ment income system.* 

And the 1982-1983 bipartisan National Commission 
on Social Security Reform, convened by President 
Reagan to resolve the financing crisis of the early 1980s, 
unanimously concluded that the principles and structure 
of Social Security remained sound, and that Congress 

should not alter the fundamental structure of 
the Social Security program or undermine its 



Figure 5.1~Whcre Total Money Income Going to Elderly Households Came From in 1986 




Income from Assets 
26% 



Source: Susan Grad, Income of the Pbfntlation 55 and Over, SSA (Washington, D.C.: US. GPO, June 1988). 
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fundamental principles. The National Cc mmis- 
sion considered, but rejected, proposals to make the 
Social Security program a voluntary one, or to 
transform it into a program under which benefits 
are a product exclusively of the contributions paid, 
or to convert it into a fully funded program, or to 
change it to a program under which benefits are 
conditioned on the showing of financial need 
[means-tested].* 

Financing Social Security 

Social Security is financed primarily through payroll 
tax contributions into two Social Security trust funds — 
the (MdrAge and Survivm Insurance Trust Fund and the Disabil- 
ity Insurance Trust Fund. (About one-fifth of the payroll tax 
contributions go into Medicare's Hospital Insurance Trust 
Fund.)The trust fiinds also receive revenues both from 
the money paid as taxes on a portion of some higher- 
income persons' Social Security benefits and from trust 
fund investments. 

The payroll tax contributions of wage and salary 
workers are made under the Federal Insurance Con- 
tributions Act. This is why most pay stubs have a 
category called *TICA,'' which records the dollar 
amount withheld from earnings for Social Security and 
Medicare. In 1989, employees will make payroll tax con- 
tributions into the OASI, DI, and HI trust funds of 7.51 
percent (6.06 percent for OASDI and 1.45 percent for 
HI) of earnings up to $48,000, and employers will match 
these contributions. The average earner in 1988 paid 
about $1,398, and workers earning at or above the max- 
imum taxable earnings base ($45,000 in 1988) paid 
$3,379.50. Self-employed persons make contributions 
under the Self-Employment Contributions Act (SECA) 
at a rate that is essentially the same as the combined rate 
paid by employers and their employees.^ 

The combined OASDHI tax rate is scheduled to in- 
crease from 7.51 percent to 7.65 percent of taxable payroll 



in 1990 and remain at that level thereafter, Also, the tax- 
able earnings base is adjusted automatically each year 
as average wages increase. >Vithout this automatic in- 
crease, a smaller and smaller proportion of earnings 
would be subject to taxation as inflation and economic 
growth resulted in increases in wages. 

Once collected, most payroll taxes and other revenues 
for Social Security (and Medicare) are paid out in 
benefits. As noted, only about 1.1 percent of Social 
Security revenues (and 2 percent of Medicare revenues) 
are used for administrative expenses. 

Each year Social Security *s Board of Trustees (the 
secretaries of the Departments of Treasury, Labor, and 
Health and Human Services, and two public trustees 
appointed by the president) issues a report on die fman- 
cial status of Social Security. The 1989 report indicates 
that for the past six years Social Security has actually 
been building its cash reserves and is expected to build 
very large reserves during the 1990s and the first few 
decades of the next century. Based on the most com- 
monly accepted assumptions about economic and 
population trends, a smail deficit (a roughly 5 percent 
shortfall) is projected over the seventy-five-yc?r period 
for which cost estimates are made.^ The program is 
adequately financed for at least the next thirty-five to 
forty years. Adjustments may need to be made in the 
program's financing thirty or forty years into the 
twenty-first century (see discussion questions 1-3 in 
chap. 7). 

Social Security Benefits 

Persons working in employment covered by Social 
Security earn retirement, survivors, and disability pro- 
tection for themselves and their families. Benefit amounts 
vary depending on the type of benefit received, the eani- 
ings in jobs covered by Social Security, and sometimes 
the age at which a beneficiary first receives benefits (see 
table 5.1). 



Table 5.1*— The Value of Social Security in January 



Average monthly benefits^ 

All retired workers .$537 

Aged couple $921 

Widowed mother and two children $1|112 

Aged widow alone $492 

Disabled worker with children, spouse $943 

All disabled workers $529 



(in dollars) 

Maximum benefits for worker retiring at age 65 in 1989 

Retired worker $899 

Total family maximum on retired 

worker*s earning record $1|575 

Maximum benefits for worker retiring at age 62 in 1989 

Retired worker $668 



Source: SSA Press OHice. Fact Sheet: 1989 Social Security Chafiges, 

* Benefits can be higher or lower. For instance, the maximum benefit for a worker first retiring at age 65 in January 1988 was $838, 
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Social Security benefits are generally defined as a cer- 
tain percentage of the primary insurance amount, or 
PIA. Think of the PIA as the benefit a worker is entitled 
to if he first accepts retirement benefits at the normal 
retirement age (currently age 65). Social Security's bene- 
fit formula translates lifetime earnings in jobs covered by 
Social Security into a worker's PIA. As noted, the bene- 
fits that the worker or others may claim based on the 
worker's earnings record are generally a function of the 
PIA. For example, surviving children's benefits are 75 
percent of the covered worker's PIA (subject to max- 
imum family benefit limitations), and the monthly 
benefit for workers accepting retired workers benefits at 
the earliest possible age is currently 80 percent of the PIA 
(subject to the earnings test). 

Actually, several benefit formulas exist, but the most 
widely used for covered workers reaching age 62 in 1979 
and later is the ''wage-indexed" benefit formula. 
Because this method ensures that Social Security benefits 
reflect changes in the prevailing wages over a person's life, 
it helps maintain prior standards of living for retired 
workers as well as for disabled workers and surviving 
beneficiaries (see table 5.2). 

The benefit formula repbces a higher proportion of 
previous earnings for low- and modest-income workers, 
but high-income workers receive larger benefits. Because 
Social Security is earnings-related, higher earnings dur- 
ing working years generally result in larger benefits. 
Social Security is also concerned, however, with assisting 
individuals and their families to maintain adequate in- 
comes. It does this 1) by providing survivors and family 
benefits, 2) through the benefit formula, which provides 
workers who have worked consistently at lower-paying 
jobs with proportionately larger benefits (although 
higher-income workers in fact generally receive larger 
benefits), and 3) through the annual cost-of-living 



adjustment. The COLA is one of the most valuable fea- 
tures of Social Security. Once benefits are received it 
guarantees their purchasing power, thus providing Social 
Security beneficiaries with substantial protection against 
inflation. 

Retirement Benefits 

The major benefits for retired workers arc as follows: 

Normal rettrewmt benefits. If bom before 1938, work- 
ers are eligible for ful! retirement benefits, 100 percent 
of the PIA, at a;^ 65. The normal retirement age will 
increase gradually to 67 between 2003 and 2027, with 
increased reductions in benefits for ear/' retirement 
phasing in gradually beginning in 2000. Thus, normal 
retirement age for all people born after 1959— which 
includes virtually all of today's high school students — 
v. ill be 67 (see discussion question 12 in chap. 7). 

Early retirement benefits. Today, most retirees actually 
begin receiving benefits before age 65. If a person claims 
benefits early — whether by choice or due to unemploy- 
ment or ill health — the benefits are permanently reduced 
for each month of retirement before the normal retire- 
ment age. That works out to a benefit of 80 percent of 
the PIA if benefits are claimed before 2000 at the earliest 
possible age— 62. The reduction in benefits will be 
slighdy larger for persons claiming early retirement 
benefits after 2000. 

Delayed retirement benefits. Today, benefits are in- 
creased somewhat for workers who choose to claim their 
retirement benefits after the normal retirement age; the 
increase amounts to about 3 percent a year up to age 70. 
The delayed retirement credit will be increased so that, 
by the time most of the parents of today's students reach 
normal retirement age (2009 and later), benefits will be 
inci-eased by 8 percent a year for workers who delay their 
retirement past normal retirement ages, up to age 70. 



Table 5.2— Who Gets Social Security Benefits (as of September 1988) 

Type of Beneficiary 



Retired workers 23.8 million 

Spouses of retired workers 3.1 million 

Aged widows and widowers 4.9 million 

Children under 18 of deceased, disabled, and retired workers 2.6 million 

Students aged 18-19* 0.1 million 

Disabled adult children 0.6 milHon 

Widowed mothers and fathers with dependent children 0.3 million 

Disabled widows and widowers 0.1 million 

Elderly dependent parents of deceased workers 7,300 

Disabled workers 2.8 million 

Spouses of disabled workers 0.3 million 

T<yrAL 38.5 mUlion 

Source: Social Sicurity BuUeiin (December 1988). 



■ Specifically, this category includes students aged 18 to 19 and two months who are children of deceased, disabled, and retired workers, 
and who are full-time elementary or secondary school students. 
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Special minimum hen^ts. This benefit, an alternative 
way of computing the PIA, is designed to help workers 
who have worked consistently, but at low wages, in jobs 
covered by Social Security It results in the payment of 
a somewhat higher benefit than the person would have 
received if the regular benefit formula had been used. 

Family members of living retired (and disabled) 
workers may be eligible to receive the following auxiliary 
benefits: 

Benefits for older spouses. Spouses aged 62 and over 
may be eligible to receive either a benefit based on their 
own earnings or a benefit currently equal to between 37.5 
percent and 30 percent of the retired worker's PIA, 
whichever is higher. Spouse benefits are permanently 
reduced for each month of receipt before age 65. 
(Spouses are usually eligible for Medicare at age 65.) 

Spouse benefits for fu *hers and mothers. Regardless of 
age, the spouse of a rcti ed (or disabled) worker who is 
exercising parental responsibility for a child under 16 or 
16 and over (including adult ages) and mentally disabled, 
or who is regularly performing personal services for a 
physically disabled child 16 and over (including adult 
ages), is eligible for a spouse benefit equal to 50 percent 
of the retired worker^s PIA. (For those caring for a dis- 
abled child, eligibility for spouse benefits requires that 
the child's disability must have begun before age 22.) 

Retirement benefits for divorced spouses. Divorced 
spouses are generally eligible to receive the same spouse 
benefits based on the earnings histories of their former 
spouses as long as they had been married to the eligible 
retired worker at least ten years. 

Children's and grandchildren's benefits. Unmarried 
dependent children under 18 (or up to age 19 if a full-time 
student) and certain dependent grandchildren under age 
18 (or up to age 19 if a full-time student) may be eligi- 
ble for a benefit equal to 50 percent of the retired or 
disabled worker's PIA. 

Adult disabled children's benefits. The same 
benefits— 50 percent of the PIA— may be payable in cer- 
tain cases to the unmarried dependent disabled children 
of retired or disabled workers who are at least age 18, if 
the disability began before age 22. (They may also 
receive Medicare benefits after a twenty-four-month 
waiting period.) Adult disabled children's benefits 
generally do not terminate if the beneficiary marries 
another Social Security beneficiary. 

Limits on amount of benefits. There is a ceiling — ^he 
family trmimum— on the amount of monthly benefits that 
can be paid on a worker's earnings record. Without this 
ceiling, the benefits paid to large families might be very 



high— in some cases, much larger than the earnings 
Social Security is designed to replace. 

Benefits are aiso subject to an eamirigs test — one for non- 
disabled beneficiaries below age 65 ($6,480 in 1989) and 
one for people aged 65 through 69 ($8,880 in 1989) (see 
discussion question 13 in chap. 7). Beneficiaries aged 70 
or older can earn as much as ;hey want, and it will not 
affect their benefits. But a retired worker under age 70 
or a spouse, widow(er), or dependent child beneficiary 
will lose one dollar for every two dollars of earnings in 
excess of the earnings ceiling. Beginning in 1990, benefits 
will be reduced by one dollar for every three dollars in 
excess of the earnings ceiling for persons who reach full 
retirement age (65 in 1990). 

Retirement benefits in the future. While not intended 
to replace all earnings lost. Social Security will go a long 
way toward enabling today's young w^orkers and their 
families (even today's children) to maintain their earlier 
standard of living in retirement. For workers at difierent 
earnings levels, the benefit formula guarantees a pension 
that replaces a relatively constant proportion of preretire- 
ment earnings. And Social Security also maintains its 
purchasing power because benefits are adjusted auto- 
matically for changes in the cost of living. 

For younger workers, this means that even before these 
benefits are received, their value is kept up-to-date with 
rising wages and the changing standard of living. And 
it means the growth in a younger worker's wages will be 
translated into larger benefits (although tax contribu- 
tions will be larger, too) (see discussion questions 4-6 in 
chap. 7). 

Survivors Benefits 

Each month Social Security provides checks to over 
7 million survivor beneficiaries: young children, surviv- 
ing widowed mothers and fathers, aged widow(er)s, cer- 
tain disabled widow(er)s, and in some rare instances, sur- 
viving parents. The major benefits for survivors are as 
follows: 

Widow(er)'s benefits. Spouses aged 60 and over and 
divorced spouses of workers covered under Social Secu- 
rity may be eligible for aged widow(er)'s benefits upon 
the death of the worker. Currently, the benefits generally 
range between 71.5 percent and 100 percent of the PIA. 
Taken at the earliest age today (60), widow(er)'s benefits 
are permanently reduced to 71.5 percent of the deceased 
worker's PIA. This percentage increases to 100 percent 
if the benefits are first taken at age 65. 

Disaoled widow(er)'s benefits. Even without depen- 
dent children, widow(er)s and divorced widow(cr)s aged 
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50 through 59 can receive monthly benefits equal to 71,5 
percent of the PIA, but only if they, themselves, are dis- 
abled. They must meet disability requirements that are 
more strict than those applied to disabled workers. After 
a two-year waiting period, disabled widow(er)s are eligi- 
ble to receive Medicare benefits as well. 

Surviving mother^sandfather^s benefits. A widow or 
widower (of any age) of a covered worker may be eligi- 
ble to receive surviving mother's or father's benefits of 
75 percent of the deceased worker's PIA if caring for a 
child of the worker who is either under age 16 or disabled 
and entitled to survivor's benefits on any worker's 
record. Divorced surviving mothers or fathers must be 
caring for a natural or adopted child who is entitled to 
a child's benefits on the worker's record. 

Benefits Jar divorced and remarried spouses. The 
qualifications for benefits for divorced aged widow(er)s 
and disabled widow(er)s are essentially the same as for 
nondivorced survivors except that the marriage must 
have lasted fur at least ten years. 

Surviving children's benefits. Surviving children under 
age 18, surviving children of any age who were disabled 
before agq 22, and surviving children aged 18 and, in 
some cases, 19 who are full-time elementary or second- 
ary school students are eligible for monthly benefits if a 
parent or, in some cases, grandparent was insured by the 
program at the time of death. Surviving children receive 
benefits equal to 75 percent of the deceased worker's 
PIA. Parents do not have to have been married for their 
children to be eligible. 

Surviving parent's benefits. Under certain circum- 
stances, the dependent parent aged 62 or over of a fully 
insured deceased worker is also eligible for survivors 
benefits. 

Disability Insurance BeneHts 

Social Security protects against loss of income because 
of long-term and severe disability as defined according 
to Social Security criteria. 

Defining disability. To be eligible for Social Security 
disability benefits, workers must be unable to engage in 
any substantial gainful activity by reason of any medically 
determinable physical or mental impairment that has 
lasted or can be expected to last at least twelve months 
or that can be expected to result in death. In July 1989, 
substantial gainful activity was defined as the ability to 
earn more than $300 a month ($740 for blind people).^ A 
worker Goes not actually have to earn this amount to be 
ineligible .or benefits; he just must be able to earn it. 



A worker must be unable to do any kind of work that 
exists in significant numbers in the national economy. 
The availability of jobs is not taken into consideration 
although age, education, and previous work experience 
are. 

Eligibility for DI benefits is reviewed periodically to 
see if the person's medical condition has improved and 
if the person is now able to work. Workers have the right 
to appeal within sixty days of receiving notice from Social 
Security if their application for DI benefits has been 
rejected (or if they are notified that their benefits will be 
terminated after a periodic review). 

Benefits stop if a worker recovers from the disabling 
condition and is therefore able to work. However, DI 
beneficiaries who are still disabled may have a nine- 
month trial work period, during which there may be no 
loss of benefits. Also» Medicare benefits may continue 
for three years after DI benefits cease because of return 
to work. 

Benefitsfor disabled workers. When workers covered 
under Social Security become disabled, after a five- 
mo^ith waiting period they may be eligible to receive 
monthly DI benefits for the duration of the disability. 
Aftei twenty-four months of entitlement to such benefits, 
disabled workers (as well as disabled widows and 
widowers aged 50 through 64, and adult disabled chil- 
dren aged 18 or over who were disabled before age 22) 
are eligible for all Medicare benefits. Medicare does not, 
however, cover other family members (except for a spouse 
who is 65 or over). 

Benefits for family members. Children under age 18, 
a child aged 18 or older who became disabled before age 
22, a spouse who is caring for a child under 16 or for a 
disabled child, or a spouse (or divorced spouse) aged 62 
or over may be eligible for monthly benefits. Benefits for 
family members of disabled woikers are identical to those 
for family members of retired workers except that the 
maximum amount a disabled worker's family can 
receive is generally lower. 



Notes 

1. Defined as persons aged 65 and over. 

2. Susan Grad, Income of the Population 55 and Ovety 1986, 
prepared for the SSA (Washington, D.C.: U.S. GPO, 
June 1988). 

3. See Pear, **U.S. Pensions, p. 1. 

4. Kingson, Hirshorn, and Cornnian, Ties TfiatBind, 
pp. b9-90. 
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5. National Commission on Social Security Reform, 
Report of the National Commission on Social Security Reform 
(Washington, D.C.: U.S. GPO, 1983), p. 2-2. 

6. Beginning in 1984, the self-employment tax rate 
became essentially the same as the combined payroll 
tax rate paid by workers and their employers. In 
1989, a tax credit of 2.0 percent of net earnings from 
self-employment is being provided against OASDI 
and HI contributions. After 1989, self-employed per- 
sons will be allowed a federal income tax deduction 



equal to half of the combined OASDI and HI con- 
tributions they pay. 

7. Board of Trustees, Federal Old-Age and Survivors 
Insurance and Disability Insurance Thist Fund, 
1989 Annual Report of the Federal Old-Age and Survivors 
Insurance and Disability Insurance Trust Funds (hereafter 
referred to as Board of Thistees, 1989 Annual Report) 
(Washington, Df : U.S. GPO, 1989). 

8. Substantial gainful activity is likely to be raised in 
the near future and periodically thereafter. 
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Medicare is actually two programs: Medicare Pari A, 
Hospital Insurance (HI) and Medicare Part B, Supplementary 
Medical Insurance (SMI), Together they provide benefits to 
the aged (65 and over), blind, and disabled, and to per- 
sons with permanent kidney failure. The right to benefits 
is established primarily by payroll tax contributions, 
monthly premium payments by beneficiaries, and, 
beginning in 1989, anew income-related supplemental 
premium primarily affecting upper-middle and higher- 
income beneficiaries. The benefits are mainly for the 
treatment of acute illness, generally in hospital settings. 
{Medicare is sometimes confused with Medicaid, the 
means-tested public assistance program for certain low- 
income persons.) 

Medicare is administered by the Health Care Financ- 
ing Administration, a federal agency that is part of the 
Department of Health and Human Services. Local 
Social Security offices handle applications, although 
claims are filed differently 

Financing Medicare* 
As with Social Security, HI is funded primarily 
through the payroll tax contributions into the HI Trust 
Fund. Workers and their employers each contribute 1.45 
percent of earnings up to the taxable earnings base— 
$48,000 in 1989. 

Additionally, beginning in 1989, people who are eligi- 
ble for HI may have to pay an additional income-related 



premium to help pay for new catastrophic and prescrip- 
tion drug benefits and other benefits. The new supple- 
mental premium places increased responsibility on 
higher-income beneficiaries to pay for the program's 
benefits. The premium rate is set at $22.50 in 1989, 
$37.50 in 1990, $39.00 in 1991, $40.50 in 1992, and 
$42.00 in 1993 per $150 in federal income tax liability 
The maximum supplemental premium that a benefi- 
ciary will have to pay is limited to $800 in 1989, $850 
in 1990, $900 in 1991, $950 in 1992 and $1050 in 1993.> 
However, beneficiaries who do not have any income tax 
liability will pay nothing. 

A little more than one-quarter of the cost of SMI is 
funded by voluntary premium payments— set at $31.90 
a month in 1989~into the SMI Trust Fund; the rest is 
funded by government contributions from general 
revenues, which create a strong incentive for people to 
participate in this program. 

Financial estimates for Medicare are made in much 
the same way as for Social Security. But these estimates 
are even harder to make because they must incorporate 
various medical cost assumptions (e.g., hospital costs, 
average length of stay in hospitals). Medical costs, espe- 
cially hospital costs, have been so volatile that it is very 
hard to make accurate estimates even a few years into 
the future. 

Rising health care costs, the need for medical services 
among a growing aged population, and a general lack 
of cost controls across the entire health care system 



As this manuscript goes to pi ess, it appears likely that legislation will be passed substantially altering some of the financing and benefit 
changes that were implemented by the 1988 Medicare Catastropliic Coverage Act. 
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will — barring remedial legislation — result in the deple- 
tion of the HI TVust Fund, most probably right after the 
turn of the century. Of course, it is inconceivable that 
Congress will not act to remedy this problem before then 
(see discussion question 19 in chap. 7). As for SMI, 
although program costs are growing rapidly, it is finan- 
cially sound because premiums and government 
revenues from the general treasury are set to equal 
expenditures. 

Medicare Benefits 

The great bulk of Medicare expenditures goes to pay 
for hospital costs for aged and disabled beneficiaries. To 
be eligible for reimbursement for hospital costs, a bene- 
ficiary must need hospital care, have it prescribed by a 
physician, and be treated in a hospital that panicipates 
in Medicare. (Nearly all hospitals do, but it is wise to 
check.) 

Hospital Insurance benefits.^ Under the new Medi- 
care provisions beginning in 1989^ beneficiaries are 
responsible for paying only one deductible per year for 
hospitalization — estimated at $560 in 1989. After that. 
Medicare pays the rest of the cost for inpatient hospital 
care, including a semiprivate room, meals, special care 



units (e.g., intensive care), operating and recovery room 
costs, X rays, lab tests, radiation therapy, medical sup- 
plies, rehabilitation services, drugs provided by the 
hospital, and blood (except for the first three pints). Of 
coarse, beneficiaries still pay for telephone service, televi- 
sion, and the like (see fi^. 6.1). 

Under certain circumstances, HI also covers a 
substantial portion of the following costs: 

• The first 150 days of rehabilitative inpatient care in 
a participating skilled nursing facility; the first 8 
days require beneficiar.es to pay coinsurance 
roughly equal to 20 percent of the daily cost of ser- 
vices provided in the typical SNF— $25.50 per day 
in 1989. 

• Limited home health care. 

• Hospice care for dying persons. 
Reimbursement for medical costs under HI is fairly 

simple because both the institution that treats the bene- 
ficiary and the intermediary — the organization (usually an 
insurance company) with whom Medicare contracts to 
handle HI claims — take care of all the paperwork. 

Suppkntmtaty Medical Insurance benefits.^ For those 
enrolled in the SMI program, benefits provide for cer- 
tain doctor's services; other medical and health services, 
including many surgical services, outpatient hospital 



Figure 6.1— What Medicare's HI Program Pays For 



MEDICARE (PART A): HOSPITAL INSURANCE—COVERED SERVICES PER CALENDAR YEAR 



Service 


Benefit 


Medicare Pays* 


You Piy* 


HOSPITALIZAnON 
Semiprivate room and board, general 
nursing and miscellaneous hospital 
services and supplies 


Unlimited days of 
reasonable and necessary 
care 


All but $360 

of first hospital stay 


$560 

of first stay each 
calendar year** 


SKILLED NURSING FACILITY CARE . . . 
In a facility approved by Medicare (1) 


First 8 days 


All but $25.00 a day 


$25.50 a day for the 
first 8 days 


Additional 
142 days 


All 


HOME HEALTH CARE 


Visits limited to 
medically necessary skilled 
care 


Full cost of at. vices 

80% of approved amount for 

durable medical equipment 


Nothing for services 

20% of approved amount for 

durable medical equipment 


HOSPICE CARE 
Available to terminally ill 


As long as doctor 
certifies need 


All but limited costs for 
outpatient drugs and 
inpatient respite care 


Limited cost sharing 
for outpatient drugs and 
inpatient respite care 


BLOOD 


Blood 


All but first 3 pints 


For first 3 pints 



* These figures are for 1989 and are subject to change each year. 

'* If you pay the deductible during December, you do not have to pay it again if you remain a patient in or are readmitted to 
the hospital in January of the follow' ing ytzx. 



(1) Medicare and private insurance will not pay for niost nursing home care. You pay for custodial care and most care in a 
nursing home. 

Source: Health Care Financing Administration and Hospital Insurance Association of America. 
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services, and diagnostic procedures; and home health 
care. Beginning on 1 Januar/ 1990, Medicare will also 
cover 80 percent of the cost of home intravenous drugs^ 
supplies, and services (after a drug deductible of $550) 
and 50 percent of the cost of immunosuppressive drugs 
used one year following transplants after the deductible 
is reached. Additionally, new benefits will be phased in 
over a two-year period beginning 1 January 1991, which 
will cover part of the cost— 50 percent in 1991, 60 per- 
cent in 1992, and 80 percent thereafter— of prescription 
drugs in excess of a deductible (e.g., $600 in 1991, $652 
in 1992). 

SMI provides for limited daily hom-; health services 
for up to thirty-eight days a year, which, under certain 
circumstances, can be extended. Also, under certain cir- 
cumstances, up to eighty hours per year of res, ite caxc 
is prov ided to give unpaid caregivers who live with cer- 
tain disabled Medicare beneficiaries relief from the very 
difficult job of providing ongoing care (see fig. 6.2). 

SMI will generally pay for 80 percent of approved 
cJiarges for most covered services after the beneficiary has 
paid the SMI deductible in a calendar year (tlie first $75 
of approved charges in 1989). The deductible and co- 
' insurance do not apply to certain services, such as home 
health visits. 

Beginning in 1990, a Medicare beneficiary who has 
paid the SMI deductible must pay 20 percent of approved 



charges for covered services, only up to the new 
catastrophic limit on costs. Medicare picks up all reason- 
able costs that exceed this limit — estimated as $1,370 in 
1990. SMI beneficiaries also must pay the portion of a 
medical bill that exceeds what Medicare calls ' 'approved 
charges," as well as services not covered by SMI. Doc- 
tors and medical suppliers who accept assignment agree 
to accept approved charges as payment in full and, in 
addition, they also file the benefit for the person. Thus, 
it is to the benefit of beneficiaries to take their business 
to persons accepting assignment. 

Reimbursement under SMI is often more complex 
than under HI. If the provider does not accept assign- 
ment, not only is the cost of a service likely to increase 
substantially, but the amount of paperwork for a bene- 
ficiary is much greater. This is because the beneficiary 
often must take care of all the paperwork and correspon- 
dence with the carrier — the organization (usually an in- 
surance company) with whom Medicare contracts to 
handle SMI claims. 

Unfortunately, while it increases the economic security 
and access to health care for millions of Americans, there 
is much Medicare does not do. For instance, many peo- 
ple do not realize until it is too late that Medicare pro- 
vides extremely limited protection against the cost of 
long-term care resulting from chronic illness (see discis- 
sion questions 22 and 23 in chap. 7). 



Figure 6.2— What SMI Pays For 



MEDICARE (P4RT B): MEDICAL INSURANCE— COVERED SERVICES PER CALENDAR YEAB 


Service 


Benefit 


Medicare Fays 


You P^y 


MEDICAL EXPENSE 
Physician's services, inpatient and 
outpatienv medical services and 
supplies, physical and speech therapy, 
ambulance, etc. 


Medicare pays for 
medical services in or 
out of the hospital 


80% of approved amount 
(after $75 deductible) 


$75 deductible* plus 
20% of balance of 
approved amount (plus 
any charge above 
approved amount)** 


HOME HEALTH CARE 


Visits limited to medically 
necessary skilled care 


Full cost of services 
80% of approved amount for 
durable medical equipment 
(after $75 deductible) 


Nothing for services 
20% of approved amount for 
durable medical equipment 
(after $75 deductible) 


OUTPATIENT HOSPITAL 
TREATMENT 


Unlimited if medically 
necessary 


80% of approved 
amount (ifter $73 
deductible) 


Subject to deductible 
plus 20% of balance 
of approved amount 


BLOOD 


Blood 


80% of approved 
amount (after $75 
deductible and starting 
with 4th pint) 


First 3 pints plus 20% 
of approved amount 
(after $75 deductible) 


♦ Once you have had $73 of expense for covered services in 1989. the Part B deductible docs not apply to any further 
covered services you receive for the rest of the year 
** IfPY ^^^f chargrs higher than the amount approved by Medicare unles: the doctor or supplier agrees to accept 
Medicare s approved amount as the total charge for services rendered. (See pa^e 22.) 



Source: Health Care Financing Administration and Hospital Insurance Association of America. 
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Unemployment Insurance ^ 
(Unemplo)raieDt Compensation) 

The goals of the federal-state unemployment insur- 
ance system are 1) to provide partial wage replacement 
for a limited period for recently employed persons w'lO 
are involuntarily unemployed, and 2) to hip stabilize the 
economy during recessions. The right to a benefit is 
established by recent employment in a job covered by the 
unemployment insurance program. In recent years, how- 
ever, only about one-third of unemployed workers have 
actually received benefits, and the amount of lost wages 
that benefits have replaced has declined. Thus, as recently 
reported in a front-page article in the New York Times: 

The unemployment insurance system, created in 
the New Deal days . . . , is no longer functioning as 
a safety net for the vast majority of the unemployed. 

Fewer than 32 percent of the unemployed now 
receive jobless benefits, by far the lowest level in the 
progr£un's 53-year history. The portion never fell 
below 41 percent in the 1970s .... 

The decline could prolong the next recession, 
some economists say. Ihe extra billions in jobless 
benefits are one way in which the Government can 
slow the decline in consumption and therefore 
hasten a recovery.* 

Unlike Social Security and Medicare, the unemploy- 
ment insurance program involves a full partnership be- 
tween the federal and various state governments, with 
the states having the major administrative responsibil- 
ity. The federal government, through the Department 
of Labor, oversees the unemployment insurance system; 
however, each state, as weU as the District of Columbia, 
Puerto Rico, ar^d the Virgin Islands, administers its own 
program. And although each state operates its program 
within federal standards, eligibility criteria, benefits, and 
financing vary among the states and the three other 
jurisdictions 

Financing Unemployment Insurance 

The financing of unemployment insurance is quite 
complex. In 1988, employers covered by the Federal 
Unemployment Tkx Act (FUT\) were charged a 6.2 per- 
cent tax on the first $7,000 of covered wages for each 
worker. However, covered employers in states with pro- 
grams that meet federal standards — including having a 
state unemployment insurance tax (as do all the states 
at the present time) — may receive a tax credit of up to 
5.4 percent. So, in reality, employers generally pay only 
a 0.8 percent payroll tax to the federal government, the 



rest or their payroll taxes being paid mstead to their state 
government. 

The part of the federal unemployment payroll tax rate 
that is not used to offset a state's unemployment ta^c — 
again, usually 0.8 percent — pays primarily for federal 
?nd state administrative costs, for 50 percent of the cost 
of special extended unemployment benefits, and for 
loans to states that have depleted their unemployment 
benefit reserves. These funds, along with those coUected 
by the states, are deposited into the Federal Unemploy- 
ment TKist Fund, which has fifty-nine separate accounts: 
one for each state, the District of Columbia, Puerto Rico, 
the Virgin Islands, Railroad Unemployment Insurance, 
and the Railroad Administration, and four federal 
accounts. 

Because the federal-st^te unemployment insurance 
system allows states to experience rate employers, the 
actual tax paid by employers varies between states and 
even within states. In forty-se\'en states, employers with 
a good track record of employment stability are taxed at 
a lower rate them employers whose former employees 
claim proportionately more benefits. The experience 
rating provision does, however, create a strong incentive 
for employers to challenge the unemployment claims of 
former employees. A few states also place a small tax on 
employees. 

Unemployment Insurance Benefits 

Eligibility, Though unemployment benefits are an 
earned right, to be eligible for them a worker generally 
must 1) have a fair amount of recent employment expe- 
rience in job(s) covered by the program, 2) be wiUing and 
able to work, 3) be available for work, including being 
registered for work at state employment offices, and 
4) be involuntarily unemployed. Workers may be dis- 
qualified from receiving some or all unemployment 
benefits if their unemployment is a result of voluntary 
separation from work without good cause, separation 
from work for misconduct, separation from work due to 
a labor dispute, or failure to apply for suitable jobs. 

Benejits. Unemployed workers apply for benefits at 
local unemployment offices, which are funded through 
their state employment security agency. If eligible, 
workers may receive weekly unemployment checks for 
up to a maximum of twenty-six weeks during a benefit 
year under most states' permanent unemployment 
insurance programs (thirty weeks in Massachuse s and 
West Virginia), and up to an additional thirteen weeks 
(but not exceeding a total of thirty-nine weeks) in states 
that are eligible for federal assistance to provide ex- 
tended benefits because of unusually high levels of 
unemployment. 
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The size of weekly benefits varies with a work#»r's pi ior 
earnings and within cerf?^in niunmum and maximum 
bcncfu limits. Most states use a benefit formula designed 
to replace a proponion— usually 50 percent— of average 
weekly earnings. In 1987 the average weekly benefit was 
about $139. Benefits vary with, for example, maximum 
weekly benefits in March 1988 ranging among the states 
from $120 in Alabama to $354 in Massachusetts and 
average weekly benefits ranging from $96 in Tennessee 
to $175 in Minnesota. Some states provide small addi- 
tional allowances for nonworking spouses, dependent 
children, and other dependent relatives. About one- 
quarter of the states have work-sharing plans, enabling 
employers to avoid layoffs by reducing the number of 
hours worked by employees, who then may be eligible for 
unemployment benefits on a prorated basis (see discus- 
sion question 32 in chap. 7). 

State employment security offices also administer the 
Trade Adjustment Assistance Program, which provides weekly 
benefits, employment services, and assistance with train- 
ing, job search, and job relocation for a few workers who 
have exhausted all their unemployment benefits. The 
program is designed to assist workers who have lost their 
jobs due to federal policies that have lowered barriers to 
foreign trade (e.g., reduced import taxes). 



Workers^ Compensation 

Workers' compensation, the first American social in- 
surance program, is primarily responsible for alleviating 
the effects ci disabling work-related injuries and diseases 
that occur on the job. With the exception of coverage for 
federal workers and workers in the District of Columbia 
and U.S. territories, it operates exclusively on the state 
level. This means that each state has its own law and that 
these laws vary widely. 

Financing Workers* Compensation 

Workers' compensation programs involve significant 
expenditures on the part of the employers who pay for 
them (an estimated $29.3 billion in 1985), and their costs 
seem to be rising.^ Financial arrangements under 
workers' compensation vary widely Some states allow 
private casualty insurance companies to sell policies to 
individual employers and also give the employer the right 
to **self-insure,'' or provide against the risk of paying 
compensation payments without the aid of an insurance 
company. Some states allow private companies to com- 
pete with state-maintained insurance funds, and still 
other states, notably Ohio, manage what are known as 
^'exclusive state funds.'' 



Workers' Compensation Benefits 

The typical state law has provisions that allow for 
monetary benefits, the reimbursement of medical ex- 
penses, and rehabilitation services in the event of a 
worker's injury **in the course of employment." The 
states take many approaches toward compensating the 
disabled worker, but most differentiate between periods 
of total disability (or Heath) and partial disability The 
common procedure is for a worker to receive a specified 
portion of his wages (subject to a maximum amount) 
during a period of ** temporary total disability." A 
worker also will often receive reimbursement for all his 
medical expenses and, in some states, may receive ser- 
vices designed to restore his earning capacity as well. 
Should the effects of the injury persist, the worker 
becomes eligible for '^permanent partial" or **perma- 
nent total" disability benefits. Some states, notably 
Florida, base this payment on the wages a worker has 
lost; others try to estimate how much an impairment has 
affected a worker's future earnings capacity; and still 
others base their **awards" on the degree of bodily im- 
pairment sustained, without regard to the worker's 
ability to work. 

To assist in this complicated effort, some states main- 
tain schedules that equate an injury with a particular 
part of the body and a specified number of weeks of 
compensation payments. For the loss of an arm in the 
state of Kansas, for example, a worker receives 210 
weeks of compensation (subject to a maximum total 
amount of money). ^ 

Beyond the details of the states' programs, the 
workers' compensation program faces numerous policy 
dilemmas. Policymakers do not agree on exactly what 
the compensation payments should represent: 
replacements for forgone wages, compensation for the 
experience of enduring injury, or a mixture of both? 
Policymakers also face difficult questions related to oc- 
cupationally related diseases. How should these diseases 
be handled under workers' compensation? Moreover, 
**because workers' compensation programs have failed 
to respond adequately to occupational disease and 
disability," many cases end up in court; as a result, **tort 
actions, costs, and delays have all increased."^ This has 
been the case with asbestosis, a primary example of an 
occupational disease. Such a result, however, defeats the 
original purpose of workers' compensation: to eliminate 
litigation and substitute an orderly process of compen- 
sation. Reassessment and revision seem to be needed. 

Even so, our oldest program, workers' compensation, 
remains one of the most vital. 
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Black Lung Disability Program 

Operating since 1970, the Black Lung Disability Pro- 
gram is a specialized workers' compensation program 
protecting coal miners and certain others cccupationally 
exposed to coal dust from the risk of total disability due 
to black lung disease (pneumoconiosis). The program 
provides monthly benefits to the totally disabled and to 
the survivors of those dying from the disease. In addi- 
tion, medical benefits are provided for its diagnosis and 
treatment. 

Claims made before July 1973 are administered by the 
SSA and paid for out of the general revenues of the 
federal government. Since July 1973, the Department of 
Labor has handled new claims, cun^ntly paying benefits 
out of the Black Lung Disability Trust Fund. This trust 
fund is financed by an excise tax on domestically mined 
coal and by loans from general revenues of the U.S. 
Treasury. Since its establishment in 1978, tlie trust fund 
has been running annual deficits, a situation that wiU 
require corrective legislation. 



Federal Civil Service 
Retirement Programs 

Besides being covered by federal workers' compensa- 
tion and the federal-state system of unemployment in- 
surance, civilian employees of the federal government 
receive social insurance retirement, disability, and sur- 
vivors protection through special programs. Since 1 
January 1983 federal employees have made payroll tax 
contributions to and received coverage under the Medi- 
care HI program. And as of September 1986, 2.2 million 
federal employees were covered under the Civil Service 
Retirement System, and 500,000 federal employees were 
covered under the new Federal Employees* Retirement System, 
a program that will grow. 

FERS was established for newly covered federal 
employees hired after 1 January 1984 and for those 
federal employees hired before 1984 who chose to join 
FERS duringjuly through December 1987. FERS is a 
three-tier retirement system consisting of 1) Social 
Security, 2) a new federal employee pension plan, and 
3) a thrift savings plan. Employees participating in FERS 
will become eligible for Social Secunty benefits and for 
a federal pension that is equivalent to the private pen- 
sions many companies provide in addition to Social 
Security. The combined contribution of FERS par- 
ticipants to Social Security, Medicare HI, and the federal 
employee pension plan is equal to that paid employees 
covered by CSRS— 8.45 percent in 1987.^ 



CSRS provides retirement, disability, and survivors' 
benefits. It is fmanced by employee contributions and by 
general revenues from the U.S. Treasury. 



Military Retirement 

Members of the U.S. armed forces are covered under 
Social Security and Medicare. Those with at least twenty 
years of service are also eligible for retirement benefits 
through the military retirement system. In addition, 
medical care benefits are provided to retirees and their 
dependents. 



State and Local Pension Programs 

Most state and local government employees are 
covered by state or local pension systems. Eligibility con- 
ditions, benefit amounts, and types of benefits vary 
among systems although most of these systems provide 
retirement and disability benefits. Most state and local 
employees are also covered under Social Security and 
Medicare. 



Railroad Retirement 

During the latter part of the nineteenth century and 
the first part of the twentieth, the railroad industry was 
one of the most vibrant industries in America and among 
the first to establish widespread private pensions, cover- 
ing 80 percent of their employees by the mid-1920s. By 
1930, however, the industry faced extensive financial 
crises, employment within it declined, and its pensions 
clearly were underfinanced and could not sustain 
themselves through the Great Depression. Legislation 
enacted in the mid-1930s established the Railroad Retire- 
ment system, thereby protecting covered workers from 
the probable bankruptcy of their private pensions.*^ (The 
railroad industry has always been a special case, largely 
because of its unambiguously interstate nature.) 

'Ibday, Railroad Retirement is a two-tiered pension 
system, providing retirement, survivors, and disability 
benefits. The first tier is essentially the same as Social 
Security and is fmanced by an identical payroll tax. The 
second tier is the equivalent of a private pension paid over 
and above Social Security; it is fmanced by a payroll tax 
(4.9 percent on the employee and 16.1 percent on the 
employer in 1988) on earnings (the first $33,600 of earn- 
ings in 1988). The program is structured so that the 
Social Security trust fimds would have roughly no more 
nor less money than they would have had if railroad 
employment had been covered under Social Security 
from the start.** 
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Railroad Unemployment 
And Sickness Benefits 

Also established during the 1930s, the Railroad Retire- 
ment unemployment system was a response to the dif- 
ficulties involved in covering railroad employees under 
particular state unemployment programs. Because these 
employees often crossed state lines, a decision was made 
to cover them under a separate unemployment program. 
In 1946, temporary disability and maternity benefits 
were added. 



Temporary Disability Programs 

California, Hawaii, New Jersey, New York, Rhode 
Island, Puerto Rico, and the railroad industry have tem- 
porary disability insurance (also called **cash sickness 
insurance' programs. These programs partially com- 
pensate for lost wages due to temporary nonoccupational 
disability or maternity. Approaches to financing vary but 
usually involve some form of payroll tax. 

To be eligible for benefits, workers must 1) demon- 
strate substantial attachment to the labor force in a job 
covered by the program, and 2) meet temporary disabil- 
ity criteria established under the program. Benefits are 
related to prior. earnings in covered employment, and 
benefit levels vary among temporary disability systems. 



Other Public Programs: 
Welfare and Veterans Benefits 

Although this discussion guide focuses on social insur- 
ance, there are some other important public benefits of 
which students should be aware. 

Welfare Benefits 

The right to a welfare benefit is established by finan- 
cial need, and so these programs are means tested. 
Welfare benefits are generally considerably smaller than 
social insurance benefits. The major welfare programs 
(also caUed public assistance** programs) are as follows: 

Supplemental Security Income. SSI provides cash 
benefits to about 4.4 million low-income aged and dis- 
abled and blind persons, a total federal and state expen- 
diture of about $14.8 billion in 1987. To be considered 
aged, the pei^on must be 65 or ever. The test for disabil- 
ity is the same as for Social Security disability insurance. 
Through SSI, the federal government guarantees a min- 
imum monthly income — $368 for a single person and 
$553 for a couple in 1989 — to those meeting eligibility 
criteria. Some states provide a supplement to the federal 
guarantee. 



Local Social Security offices handle virtually all SSI 
applications. Financial need, rather than prior employ- 
ment in a job covered by Social Security, is a condition 
of eligibility. The person must have income and resources 
(assets) below a certain level. SSI beneficiaries are also 
almost always eligible for Medicaid benefits and for food 
stamps (except in California and Wisconsin, which add 
the value of food stamps to SSI to increase their state 
supplement). 

Aid to Families with Dependent Children, AFDC pro- 
vides cash benefits to low-income dependent children — 
and their adult caretakers — who are deprived of finan- 
cial support because of the absence, death, incapacity, 
or unemployment of their fathers or mothers. AFDC is 
administered by state and local departments of welfare 
(sometimes called * 'departments of social services**) 
within federal guidelines. These programs are funded 
primarily by federal and state governments, with more 
limited financial participation provided by some local 
governments. Program costs amounted to about $16.3 
billion in 1987. 

AFDO benefits are generally quite low. Because they 
are not automatically adjusted for changes in ^he cost of 
living, their purchasing power has, on average, declined 
by about one-third during the past thirteen years. Dur- 
ing a typical month in 1987, 3.8 million families — 
including 7.4 million children and 3.7 million parents (or 
other caretakers) — received benefits. Basic eligibility 
criteria are set by federal statutes. Nevertheless, states 
have a fair amount of freedom in establishing eligibility 
criteria and benefit levels; consequently, there is much 
variation among states. In January 1988, the maximum 
benefit for a one-parent family of three— the most typical 
AFDC family — ranged from a low of $118 a month in 
Alabama to highs of $633 in California and $779 in 
Alaska, with the average being $359. AFDC beneficiaries 
are also eligible for food stamps and Medicaid benefits. 

General assistance. General assistance programs (also 
called * 'general relief*), where they exist, are funded and 
administered entirely by the state and/or local govern- 
ment. These are often programs of last resort for low- 
income adults without dependent children who do not 
qualify for SSI or any other federally funded program. 
In addition to being means tested, applicants, to be eligi- 
ble, often must have work-limiting disabilities. Benefit 
amounts vary and are generally quite small. 

Medicaid. Medicaid (also called ** medical assis- 
tance* *) provides access to health services for 23.6 million 
low-income Americans, including about 11.4 million 
children, 3.3 million persons aged 65 and over, 3 million 
persons with disabilities, and 5.8 million other adults. 
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Medicaid costs, about $37.6 billion in 1987, are funded 
out of the general revenues of state governments and the 
federal government. All states provide inpatient hospital 
services, outpatient hospital services, laboratory and X- 
ray services, skilled nursing care for adults, some home 
health services, health screening, diagnosis and treat- 
ment for those under 21, family planning services, and 
physician services. Some states elect to provide services 
such as dentistry, eyeglasses, and care in intermediate 
care facilities. 

Food stamps. The food stamps program is federally 
funded. Administered by the states, it provides benefits 
to 21 million low-income persons. In general, the max- 
imum benefit in July 1989— provided in the form of 
stamps that can be used to purchase food — was $90 for 
single persons, $165 for a couple, and $300 for a family 
of four. (Maximum benefit levels are higher in Alaska, 
Hawaii, Guam, and the Virgin Islands, and lower in 
Puerto Rico.) 

Veterans' Benefits 

Veterans discharged under other than dishonorable 
conditions and surviving dependents of these veterans 
are often eligible for veterans' cash or medical benefits. 
In August 1986 the Veterans Administration, the federal 
agency administering these programs, provided benefits 
to 662,000 veterans and 638,000 widows. In 1986, 
payments for veterans' disability benefits totaled about 
$14 billion and for medical payments about $9 billion.^^ 

Veterans^ compensation. Monthly cash benefits are 
paid to persons whos * disabilities or illnesses occurred 
or were aggravated during active duty. Payments are 
based on the degree of disability, generally ranging in 
1987 from $69 a month for a 10 percent disability to 
$1,355 for a total disability. There are no means tests, and 
under certain circumstances, spouses and dependent 
children can receive benefits.*^ 

Veterans^ pensiotis. Monthly cash benefits are paid to 
low-income veterans who are totally and permanently 
disabled (or at least aged 65 and not working). The 
presence of a spouse and/or dependent children may in- 
crease the size of the pension, as might the need for 
regular aid and attendance resulting from illness or 
disability. Survivors pensions may also be available to 
widow(er)s, dependent children, or adult dependent 
children who were disabled before age 18. 



Veterans^ medical payments. These benefits include 
inpatient hospital treatment, outpatient treatment, 
nursing home care, home health services, alcohol and 
drug dependence treatment, and domiciliary care. 
Spouses and dependent children are sometimes eligi- 
ble for medical treatment. 
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Current and Future Issues 



Besides understanding the social insurance approach 
to economic security, its historical roots, and the basic 
benefits provided to families, your students need the op- 
portunity to discuss and debate issues about the future 
of social insurance. As our discussion of its development 
in America has shown, social insurance is an evolving 
institution, one that presents new challenges and oppor- 
tunities to each generation. 

Demographic, social, and economic changes as well 
as changing values will surface new issues that your 
students and millions of other young Americans must 
address (e.g., how to prepare for the retirement of the 
baby boom generation and those who follow, how to han- 
dle the growing need for long-term tare). They will also 
occasion new looks at some familiar issues (e.g., national 
health insurance), and the diversity of opinion in Amer- 
ican society will ensure that many issues considered long- 
settled by most will be raiised periodically (e.g., whether 
social insurance programs should be means tested). 

Some important policy questions have already been 
discussed. Here, we summarize in a * *question-and- 
discussion" format additional issues that will affect 
today^s students, who are, after all, the workers, parents, 
taxpayers, caregivers, and eventually retirees of the 
future. The questions, which ca? ^-^rve as the basis of 
classroom discussions, concern 

• the financing of Social Security; 

• the effect of Social Security and related programs 
on today's young Americans; 

• other Social Security issues; 



• Medicare and related health care issues; 

• disability issues; 

• unemployment insurance issues; and 

• public employee program issues. 
Additionally, the concluding section of the chapter 

identifies issues that can be used both to challenge your 
students' understanding of the social insurance approach 
to economic security and to raise important questions 
about the values at stake in social insurance policy discus- 
sions. The issues address several widely circulated myths 
(e.g., that Social Security is a welfare program and, con- 
tradictorily, that Social Security is simply a middle-class 
entitlement). 

Social Security Financing Issues 

1. Has Social Security remained financially sound 
since the enactment of the 1985 amendments? 

Background: Twice during the past fifteen years. Social 
Security has faced flnancial crises brought about 
primeuily by unanticipated economic events and chang- 
ing demography In 1977 and then again in 1983, Con- 
gress enacted major financing legislation. Through a 
combination of modest benefit reductions, relatively 
small tax increases^ and some changes that cannot really 
be classified as either, the 1983 amendments to the Social 
Security Act resolved the impending financing problem, 
spreading the pain of maintaining the financial integrity 
of Social Security across all members of society. 
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Issue Discussion: Since the enactment of the 1983 
amendments, the fmancial outlook for Social Security 
has been very good. Each year since then, from 1984 
through 1989, Social Security's trustees (tlie secretaries 
of the Departments of Treasury, Labor, and Health and 
Human Services, and the two public trustees appointed 
by the president) have issued a report indicating that 
Social Security is taking in more money than it expends, 
and it is expected to continue to do so through about 
2018. These yearly surpluses will build up very large 
reserves and are expected to offset nearly all of the annual 
deficits that are projected to follow.^ 

Experts generally agree that even under the 
pessimistic scenarios about the future of the economy and 
demographic change. Social Security can pay benefits 
in a timely fashion for at least tliirty-five years. Over the 
next seventy-five years a small deficit (about 5 percent 
of expected revenues) is projected, which could become 
problematic around 2045 if these projections hold. For- 
tunately, the buildup of large reserves provides ample 
time to monitor the financial status of the program and 
to take corrective action at some time in the future," if 
necessary.^ Should such a financing problem seem prob- 
able twenty to twenty-five years in advance of 2045, it 
could be resolved by relatively modest tax increases or 
benefit reductions (e.g., raising retirement age) at that 
time. No doubt, as with all large systems, problems will 
occasionally arise, but there is every reason to think that 
the nation will continue to resolve such problems in a way 
that maintains the integrity and vitality of the program 
and the commitment to the citizenry As Robert Ball has 
noted: 

The key point to bear in mind is Congress' clear 
legislative intent to provide for full funding of the 
program across a 75-year period. Congress is 
routinely accused of having an attention span 
limited by the next election, but the fact is that Con- 
gress, guided by the best estimates available, 
enacted a funding plan designed to sustain Social 
Security for fully three-fourths of a century.^ 

Barring further dramatic and unforeseen economic 
downturns or demographic events. Social Security 
should be able to meet all its commitments for many 
years to come without additional financing legislation. 

2* How can we be sure that Social Security will be 
flnancially sound when today's children reach 
retirement age? 

Background: The financial status of Social Security is 
sensitive to economic and demographic change. 



Therefore, Social Security's actuaries forecast the fman- 
cial status of the program based on expected economic 
(e.g., price increases, unemployment, wage increases) 
and demographic (e.g., birthrates and life expectancy) 
trends. Because no one really knows what the futui^ will 
bring, the actuaries use four different sets of economic 
and demographic assumptions ranging from optimistic 
to pessimistic. The assumptions differ according to what 
is assumed about future trends such as those noted above. 

These forecasts are one of the great strengdis of Social 
Security because they provide the information needed 
to make adjustments. The actuaries make short-term 
(over the next five years) and long-term (over a seventy- 
five-year period) estimates of whether expected revenues 
will meet anticipated program obligations. Because the 
future is uncertain, projections — especially long-term 
ones — are subject to error. Nevertheless, they do provide 
useful indicators of probable experience even forty, fifty, 
or seventy-five years into the future. Importantly, they 
provide a reasonable basis for making the midcourse cor- 
rections necessary from time to time. 

Issue Disscussion: As noted, the most recent Trustees 
Report indicates that Social Security is fmancially sound 
well into the twenty-first century and that, ever under 
pessimistic assumptions, sufficient funds exist to permit 
the limely payment of benefits for many years into the 
future.* 

Because Social Security is affected by demographic 
and economic shifts, we cannot be sure financing prob- 
lems will never arise in the future. In fact, under the most 
commonly accepted sict of assumptions, we anticipate a 
financing problem emerging around 2045, which, if 
these projections hold up, will need to be and can be fairly 
easily handled thirty-five or forty years from now through 
modest tax increases or benefit reductions, or some com- 
bination of the two. 

If the economy of the future is more productive than 
is currendy anticipated, the likelihood of future financ- 
ing problems is greatly diminished. If, on the other hand, 
long-term economic growth is even lower than projected, 
then plainly voters and public servants twenty or thirty 
years from now will need to decide to reduce the growth 
of benefits significantly or increase taxes or both. The 
point is that, currently, there are no indications of major 
financing problems emerging and there is considerable 
lead time to respond should such problems occur 
Moreover, Social Security is just too important an 
institution for Congress, any President, or the public to 
allow it to go bankrupt. The t: jcing power of the govern- 
ment guarantees its continuity and stability. No one 
disputes that new challenges and problems will arise fr m 



ERIC 



54 61 



CURRENT AND FUTURE ISSUES 



time to time, requiring midcourse adjustments. But this 
should not be alarming. 

Social Security is the most cautiously and conser- 
vatively financed of all government programs, 
deriving its revenues from dedicated taxes, mak- 
ing long-range cost projections based on objective 
actuarial analyses, and providing exhaustively 
detailed reports to Congress and the public. . . . 
There is no basis for claiming that future genera- 
tions cannot count on Social Security being there 
when they retire. They have the power to see that 
the system remains stable and secure and that 
changes are made if needed.* 

3. What can be done about the public's lack of 
confidence in Social Security's future despite its 
strong support for the program? 

Background: An interesting contradiction exists in 
public opinion. Social Security is strongly supported by 
the public, yet the public — especially the young — lacks 
confidence in its future. For instance, the 1985 Yankelo- 
vich, Skelly, and White survey conmiissioned by AARP 
indicates that 98 percent of Americans aged 25 and over 
believe Social Security is a critical source of income for 
most elderly persons and that 88 percent want to con- 
tinue it. But in the same survey, 52 percent of all Amer- 
icans — about 67 percent of those 25 through 34 years of 
age — say they lack confidence in the future of Social 
Security.^ A more recent poll sponsored by the American 
Council of Life Insurance suggests that public con- 
fidence, while still lagging, is somewhat better. 

Two financing problems, controversy arising from 
partisan politics, declining faith in all public and private 
institutions, growing concern about the impending 
retirement of the baby boomers and those who follow, re- 
cent problems in the administration of disability in- 
surance, misunderstandings about the care with which 
Social Security is financed, and inaccurate media presen- 
tations have all combined to shake public confidence in 
Social Security. 

Issue Disscusston: What can be done about this? First, 
facing problems squarely~as was done in 1983— ought 
to reassure the public. Second, much public education 
is needed about the purpose and function of Social 
Security in America. Third, the special nature of the pro- 
gram both as a self-funded program with a long-term 
time horizon and as a public trust ought to be high- 
lighted. Moreover, Social Security should be insulated, 
insofar as possible, from partisan politics and short-term 
budgetary considerations. 

O 
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One way of doing this is to establish Social Security 
as an independent agency with, for example, a perma- 
nent bipartisan board both to oversee policy matters and 
to appoint a chief administrator who is responsible for 
its operations. Additionally, removing Social Security 
from year-to-year budgetary considerations would pro- 
tect the program from being a political target for benefit 
cuts or trust fund raids because of the deficits existing in 
the regular federal budget. 



Impacts on Ifoung Americans 

4. Does Social Security help children? 

Background: This question and the one that foUows can 
be used to challenge students to think about the various 
benefits Social Security provides and to think about its 
impact on the entire family. Many people mistakenly 
believe that Social Security does very littie for children. 

Issue Discussion: Most people don't realize it, but 
among the over 38 million people who receive monthly 
Social Security checks, there are 2.6 million children 
under 18, mostly of workers who have died or are 
disabled. 

By assisting Americans to maintain their standard of 
living during their retirement years. Social Security 
serves all generations in the family Older family mem- 
bers do not wish to depend on their adult children for 
financial support, preferring instead to rely on a com- 
bination of Social Security, other pensions, and savings. 
Without Social Security, many elderly people would, of 
necessity, have to turn to their adult children for finan- 
cial assistance and/or housing — a situation that could 
lead to emotional and financial strains within families 
and to a loss of dignity for many elderly persons. Thus, 
by providing the vehicle by which workers can — through 
modest payments over time — help protect themselves 
and their families against loss (^f income due to retire- 
ment, disability, or death of a worker. Social Security 
helps stabilize the entire family. And by assisting elderly 
parents, Social Security frees up young and middle-aged 
workers to concentrate more of their resources on today's 
young children, 

5. In what ways dots Social Security benefit younger 
workers? 

Background: Today's students will one day make (and 
in some cases already are making) payroll tax contribu- 
tions. They need to know how this benefits them as 
young workers. 
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Is^ ue Discussion: As a result of working in a job covered 
by Social Security and making payroU tax contributions, 
younger workers 

• protect themselves and their families against the lass 
of income resulting from long-term and total 
disability; 

• protect their families against loss of income due to 
their death; 

• earn the right to retirement (and Medicare) benefits 
later in life; 

• participate in a pension plan that allows them to 
earn credit toward their retirement pension on 
nearly every job; and 

• participate in a plan that adjusts for changes in the 
standard of livixig prior to receipt of benefits and for 
inflation after receipt of benefits. 

Even if the risks being protected against do not occur, 
disability insurance and survivors insurance have tangi- 
ble worth to younger workers and their families. For 
example, it is estimated that for a worker aged 35 wuh 
average earnings in every year and **a non- working 
spouse age 32 and two children under age six. Social 
Security coverage provides the equivalent of a life in- 
surance policy and a disability insurance policy, each 
with a face value of about $200,000 in 1985 doUare.' Un- 
fortunately, for some people the risks being protected 
against do occur. This is why there are 2.6 million 
children underage 18, some 564,000 disabled adult chil- 
dren, 323,000 surviving spouses (mostly widows) caring 
for young children, and 2.8 million disabled workers (and 
about 215,000 of their spouses) receiving benefits each 
month. 

6« Will Social Security be worth anything when 
today's children and young workers reach retire- 
ment age? 

Background: Many people — especially the young — 
think Social Security benefits will have virtuaUy no pur- 
chasing power when they retire. However, the Social 
Security benefit formula works to replace relatively con- 
stant proportions of preretirement earnings for workers 
at different earnings levels: about 59 percent for workers 
retiring at age 65 who earned minimum wages through- 
out their lives, and 41 percent for those with average earn- 
ings. For workers, this means that even before they 
receive benefits, the value of their benefits is adjusted for 
rising wages and changing standards of living. 

Issue Discussion: Contrary to popular opinion, the 
retirement benefits for today's younger workers (and for 
those who follow) are expected to actually be larger on 



average — that is, to have greater purchasing power — than those 
for today's retirees. This is because the anticipated 
growth of their wages during their work lives will be 
translated into larger benefits. Using reasonable assump- 
tions about the growth of the economy: 

Social Security's actuaries estimate that while a 
worker earning average wages throughout life and 
retiring at age 65 in 1986 would receive $576 a 
month, a similar worker retiring in 2015 would 
receive $797 a month in 1986 doUars For exam- 
ple, it is estimated that such a worker retiring in 
2030 at age 65 will receive a monthly benefit of 
about $5277! But this amount will actually be 
worth about $918 in 1986 dollars.® 

In short, while Social Security was never intended to 
replace all lost earnings. Social Security will go a long 
way toward enabling current workers and their families, 
and today's children when they are workers, to maintain 
their standard of living in retirement. 

7. How should we, as a nation, prepare for the aging 
society? 

Background: Successes often give rise to new challenges. 
So too with the aging society. Successful investments dur- 
ing the twentieth century in biomedical research, im- 
munization, sanitation^ the economy, and social policies 
have resulted in fewer childhood deaths, more people 
reaching old age (and living longer thereafter), and a bet- 
ter quality of life for elderly persons and all other groups. 

The elderly population — persons aged 65 and over- 
is projected to increase from 31 million persons today 
(12.5 percent of the population) to roughly 35 miUion (13 
percent) by 2000, swelling to 66 million by 2030 (22 per- 
cent) and to 68 million (23 percent) by 2050 (see table 
7.1). More importantly, the very old — persons aged 85 
and over, and the age group with the greatest need for 
health and social services — are projected to incr jase at 
an even more rapid rate, from approximately 3.1 million 
today to 4.6 million in 2000, 8.1 miUion in 2030, and 15,3 
million in 2050 when today's preschoolers reach retire- 
ment age (see fig. 7.1 and table 7.2). 

Along with this increase in older people, the number 
of persons aged 18 through 64 — the so-called working- 
age population — is projected to decline as a proportion 
of the entire population. Consequently, whereas today 
there are roughly three workers covered under Social 
Security and Medicare for every one beneficiary, by 2030 
the ratio is expected to be two workers for every one 
beneficiary.^ 
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Tkble 7.1— Actual and Projected Growth of the Population 65 and Older: 1900-2080 



Year 



1900 
1910 
1920 
1930 
1940 
1950 
1960 
1970 
1980 
1990 
2000 
2010 
2020 
2030 
2040 
2050 
2060 
2070 
2080 



Number in Million« 

3.1 

4.0 

4.9 

6.6 

9.0 
12.3 
16.6 
20.0 
25,5 
31.6 
34.9 
39.4 
52.1 
65.6 
68.1 
68.5 
70.3 
70.4 
71.6 



Percent 



4.0 
4.3 
4.7 
5.4 
6.8 
8.1 
9.2 
9.8 
11.3 
12.6 
13.0 
13.9 
17.7 
21.8 
22.6 
22.9 
23.7 
23.9 
24.5 



Total Population 
o f All Agea 

76.3 

91.8 
105.7 
122.8 
131.7 
151.0 
179.3 
203.3 
226.5 
250.4 
268.3 
282.6 
294.4 
300.6 
301.8 
299.8 
297.0 
294.6 
292.3 



Sources: Gregory Spencer, "Projections of the Population of the United States, by Age, Sex, and Race: 1988 to 2080," Current Population 
Reports, Series P-25, no. 101 8 (Washington, D.C.: U.S. GPO, January 1989), middle series projections; U.S. Bureau of the Census, tabulated 
from decennial censuses of population, 1900 to 1980. 



Figure 7-1 — Actual and Projected Increase in the Population 85 and Older: 1900-2080 
Number of People 85 and Over (in millions) 
20 




1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010 2020 2030 2040 2050 2060 20/0 2080 

Year 

Sources: Gregory Spencer, "Projections of the Population of the United States, by Age, Sex, and Race; 1988 to 2080," Current Population 
Reports, SeriesP-25, no. 1018 (Washington, D.C.: U.S. GPO,January 1989), middle series projections; U.S. Bureau of tiie Census, tabulated 
from decennial censuses of population, 1900 to 1980. 
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Ikble 7.2— Life Expectancy at Birth and Age 65 by Race and Sex: 1900-1985 
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IQOO*'** 


47.3 
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48.3 


47.6 


46.6 


48.7 


33. C- 


32.5' 


33.5' 


1950** 


fiR 2 


\jjt\f 


71 1 


6Q 1 


66 5 


72 2 


60.7 


58.9 


62.7 


1960^ 


.... 69 7 


66.6 


73.1 


70 6 


67 4 


74 1 


63.2 


60.7 


65.9 


1970 


70.9 


67.1 


74.8 


71.7 


68.0 


75.6 


64.1 


60.0 


68.3 


1980 


73.7 


70.0 


77.4 


74 4 


70.7 


78.1 


68.1 


63.8 


72.5 


1985^'*' 


.... 74.7 


71.2 


78.2 


75.3 


71 8 


78 7 


69.5 


65.3 


73.7 


At AfiTP 65* 




















1900-02"'' 


11.9 


11.5 


12.2 




11.5 


12.2 


— 


10.4' 


11.4'^ 


igsC* , , , , 


13.9 


12.8 


15.0 




12.8 


15.1 


13.9 


12.9 


14,9 


I960'' . . . . 


.. .. 14.3 


12.8 


15.8 


H.4 


12.9 


15.9 


13.9 


12.7 


15.1 


1970 


15.2 


13.1 


17.0 


15.2 


13.1 


17.1 


14.2 


12.5 


15.7 


1980 


16.4 


14.1 


18.3 


16.5 


14.2 


18.4 


15.1 


13.0 


16.8 


1985'' '' . , , 


16.8 


14.6 


18.6 


16.8 


14.6 


18.7 


15.5 


13.3 


17.2 



Source: National Center for Health Statistics, Health, United States,! 986, DHHSPub. No. (PHS)87-1232 (Washington, D.C.: Department 
of Health and Human Services, December 1986). 

* 1 en states and the District of Columbia. 

^ Includes deaths of nonresidents of the United States. 

^ Figure is for the non white population. 

^ Prov«;4onal data. 



Experts expect that the economy will expand slowly, 
at an average of 1 . 5 percent to 2 .0 percent per year after 
adjusting for inflation. This means that after adjusting 
for inflation, the income available per person — what 
economists call real per capita gross national product — 
will double in roughly every forty to fifty years. 

Issue Discussion: Some interpret the changing 
demography of society in very pessimistic terms, argu- 
ing that the aging society is likely to place an intolerable 
burden on future workers. They fail to recognize that 
.some among today's elderly work and that policies can, 
if needed^ be developed to encourage heilthy older peo- 
ple to work longer and employers to retain them longer. 
They also overlook the fact that even slow growth will 
significantly increase the standard of living for future 
workers and that, barring unforeseen disasters, the 
economy of the future seems likely to be able to support 
a mix of private and public efforts to meet the needs of 
all age groups. Vcfry significantly, they overlook the im- 
portance of basic biomedical research, which has helped 
us to conquer diseases in the past. So, for instance, in- 
vestments in biomedical research that has the potential 
to help us delay — if not eliminate — the onset of a disease 
like Alzheimer's may result in substantial public and 
private savings, not to mention a better quality of life. 

But such medical advances ^ along with the aging of 
the baby boomers, also mean projected increases in 



Social Security and Medicare costs — a challenge that 
will fall on the shoulders of today's children, who, as 
adults, will be called upon to assist their p^irents^ 
generation. The question has been asked, Will future 
workers be able to afford the income and health services 
needed by a growing aged population?" 

One way to discuss this issue is to turn the question 
around by asking, * * What 's the alternative to an aging 
society?" Plainly, there is no acceptable alternative. 
Similarly, there is no alternative to providing the health 
care services and income support that the upcoming 
generations of elderly will need. One way or another we 
will pay for these services, either through public pro- 
grams or by having individuals and their families bear 
these expenses entirely by themselves. 

Another way to discuss this issue is to ask how the 
challenge of preparing for the aging society compares 
with challenges that have faced prior generations of 
young Americans (e.g., the depression of the 1930s, the 
Second World War). Perhaps, most importantly, 
students should be challenged to think about what needs 
to be done tc prepare for the aging society: 1) Are there 
investments that need to be made in the economy? 

2) Ought investments be made in biomedical research 
into age-related infirmities (e.g. , Alzheimer's disease)? 

3) Ought society invest in educating today's young to 
ensure their future productivity? 4) Is the high rate of 
poverty among today's children (20 percent) in some 



ERLC 



J8 65 



CURRENT AND FUTURE ISSUES 



Way problematic for those concerned with preparing for 
the aging society? 

8. What should be done to prepare for the letitement 
of the baby boomers and their children — today's 
school-aged children and young adults? 

Background: Beginning around 2011 the first of the 
post-World War II baby boom generation will be age 
65. This large generation will swell the ranks of the 
elderly population so that by 2030 it is anticipated that 
roughly 22 percent of the population— 65.6 million 
people— will be 61 or over. Simultaneously, there will 
be a decline in the ratio of working-age persons to Social 
Security beneficiaries — from three covered workers for 
each beneficiary today to roughly two workers per bene- 
ficiary around 2030. Also, the so-called aged depen- 
dency (or elderly support) ratio— the number of elderly 
persons (65 and over) for every 100 persons of so-called 
working-age from 18 to 64— has increased from about 
fifteen persons in 1955 to roughly twenty today and is 
expected to increase to about thirty-eight persons in 
2030, the height of the retirement of baby boomers. 

Issue Discussion: Some have pointed to these significant 
demographic trends as proof that the nation will not be 



able to sustain baby boomers and those who follow dur- 
ing their retirement years. However, such predictions 
overlook many important facts. Most notably, the aged 
dependency ratio only shows part of the '^overall depen- 
dency'' burden. 

Analysis using the overall dependency (also called the 
total support'') ratio, which defines children under 18 
plus the elderly as the ''dependent" population, leads 
to very different conclusions. Because the proportion of 
the population under 18 is projected to decline, never at 
any time during the next 65 years is the overall dependency ratio pro- 
jected to exceed the levels it attained in 1964}^ Even from 2030 
through 2050, the total dependency ratio is projected to 
be about 74:100, well below what it was during the 1960s 
(e.g., 83:100 in 1965) when most of the baby boomers 
were children (see fig. 7.2). While the composition of 
governmental and private expenditures for younger and 
older Americans is quite different, careful analysis of all 
;he facts surrounding dependency ratios do not support 
the gloomy view that changing demographics will over- 
whelm the nation's ability to meet the retirement needs 
of future generations.** 

Moreover, as previously discussed, 1) under the most 
commonly accepted assumptions used to forecast the 
financial status of Social Security, it is financially sound 



Figure 7.2— Young, Elderly, and Total Support Ratios: 1900-2050 
Support Ratio 
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Sources: Cynthia M, Tauebcr, "America in Transition: An Aging Society,'* Cmrent Fbpulaiion Reports, Series P-23, no. 128 (Washington, D.C: 
U.S. GPO, September 1983); Gregory Spencer, "Projections of the Population of the United States, by Age, Sex, and Race: 1988 to 2080," 
Current Poptdation Reports, Series P-25, no. 1018 (Washington, D.G,: US, GPO, January 1989). 
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for many years into the future; 2) there is plenty of lead 
time to deal with any problems that may occur, 3) long- 
term economic growth, even at smaller rates than in the 
past, is expected to double per capita income roughly 
every forty to fifty years, thereby enabling workers of 
the future to — if necessary — pay higher taxes while 
simultaneously enjoying considerably higher standards 
of living; and 4) large numbers of older workers of 
the future have the potential to stay in the work force 
past what are today considered early and normal retire- 
ment ages. 

In short, while panic and dire predictions are not 
called for, demographic and economic trends must be 
monitored very carefully, and preparations must be 
made for the retirement of the baby boomers through 
policies that maintain the integrity of Social Security and 
of private and public employee pensions. Policies that 
would encourage healthy oider persons to work longer, 
investments that are directed at economic growth, and 
investments in basic biomedical research ought to be con- 
sidered. Attention also ought to be given to directing 
more resources at today's children — especially those who 
are poor — to ensure that they become self-suflicient and 
productive workers. 



Other Social Security Issues 

9« Should Social Security be used to reduce the 
federal deftcit? 

Background: Social Security is financed on a basis that 
is entirely separate from other federal expenditures. It 
is a self-supporting program, financed from 1) deduc- 
tions on the earnings of workers, which are matched by 
their employers (the payroll tax); 2) income from the tax- 
ation of up to one-half of the benefits of higher-income 
beneficiaries; and 3) income from interest earned from 
the trust funds. These dedicated sources of income can 
only be used to pay for Social Security benefits and 
administrative costs. Any income not needed currently 
to pay for benefits is invested in interest-bearing securities 
of the United States and held in separate trust funds. 

Under the Gramm-Rudman law, the yearly excess of 
Social Security revenues over expenditures (sometimes 
called the **annual surplus'') is used when calculating 
the federal deficit. Thus, the yearly increases in the Social 
Security trust funds since 1984 have served to reduce the 
deficit as defined under Gramm-Rudman, as would any 
cuts in Social Security benefits or increases in Social 
Security income. The federal deficit would be much 
larger — for example, about $39 billion larger in fiscal 
year 1988 — if Social Security was not counted. (These 



annual surpluses are expected to exceed $100 billion in 
the 1990s.) 

Issue Discussion: One view is that Social Security, a 
financially sound program with a long-term horizon, 
should not be used for short-term budget purposes, and 
that to do so would undermine confidence in the pro- 
gram. Further, as a result of changes brought about 
through the 1983 amendments (e.g., permanently delay- 
ing the COLA by six months and making up to one-half 
of Social Security income taxable for higher-income 
beneficiaries). Social Security beneficiaries have recendy 
had to make some sacrifices. 

On the other hand, it has been argued that under 
Gramm-Rudman, any increase in the Social Security 
surplus — whether ' iigh benefit reductions or new tax 
revenues — counts toward deficit reduction. Thus, some 
argue th5.t Social Security should be part of an overall 
deficit reduction plan, despite the fact that, under 
Gramm-Rudman, its annual surpluses are already con- 
tributing to substantial reductions in the federal deficit. 
One type of proposal calls for cutting, skipping, or again 
delaying the COLA, a change that would have its 
greatest impact on lower-income beneficiaries. Another 
proposal is to tax up to 85 percent oi Social Security 
benefits (instead of the present 50 percent) for single per- 
sons with incomes of $25,000 or moi e and couples with 
incomes of $32,000 or more,*^ a change that would have 
its greatest impact on upper-middle and higher-income 
beneficiaries and would produce $16 billion for Social 
Security during the next five years. Other proposals — 
favored by some as desirable for Social Security policy 
reasons independent of their effect on the deficit — would 
extend Social Security (OASDI)^^ and Medicare** cov- 
erage to state and local government employees who are 
not currently covered under voluntary agreements with 
the federal government. These proposals could produce 
savings under Gramm-Rudman of roughly $17 billion 
over five years.*^ 

lO, Should the annual cost-of-living adjustment 
(COLA) be cut? 

Background: Contrary to how it is often presented, the 
annual COLA is not a benefit increase. It simply main- 
tains the purchasinjj ^)ower of benefits once received. Part 
of the rationale for the COLA is that it makes little sense 
to set up a social insurance system in which the purchas- 
ing power of benefits declines the longer people live. 

Issue Discussion: During the past few years, the idea of 
delaying, skipping, or otherwise reducing the COLA has 
been advanced as part of various budget-deficit reduc- 
tion proposals. However, this would undermine the 
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economic security of beneficiaries, especially low- and 
moderate-income ones for whom Social Security 
generally makes up a higher proportion of their total in- 
comes. And giving the COLA only to lower-income 
beneficiaries would be administratively complex and 
would introduce a means test, which, as previously 
discussed, would undermine the dignity of beneficiaries 
and the political support for the program. 

If the exigencies of the politics of the federal deficit re- 
quire placing some of the burden of balancing the federal 
budget on Social Security beneficiaries, consideration 
could be given to increasing the proportion (currently 
up to 50 percent) of Social Security benefits that is 
counted as taxable income. As a deficit-reduction 
measure, this would have the advantage of 1) having 
higher-income — as opposed to lower-inccme — Social 
Security beneficiaries take on a greater burden i >r deficit 
reduction, and 2) maintaining the integrity and in- 
dependence of Social Security. Whereas cuts in the 
COLA would have a more negative effect on lower- and 
moderate-income beneficiaries, it is mainly upper- 
middle and higher-income beneficiaries who would be 
required to pay additional taxes. However, it can be 
argued that this is not appropriate given tliat under 
Gramm-Rudman, Social Security already makes a very 
large contribution to deficit reduction and, just a few 
years ago (1983), the COLA was permanently delayed 
for six months, a roughly 2 percent cut in benefits for all 
current and future beneficiaries. 

11. Is Social Security a source of intergenerational 
conflict? 

Backgmund: The benefits of Social Security are spread 
widely across aU generations, and this program is a fun- 
damental expression of and reinforcement for the bonds 
between generations. Even so, recently some have argued 
that Social Security will be a source of intergenerational 
conflict because, as they see it, the program 1) is a major 
cause of federal deficits, 2) only benefits today's elderly 
population, 3) will place an overwhelming burden on 
tomorrow's workers, and 4) will not provide a fair return 
to today's young. 

Issue Discussion: This is a very confusing issue because 
it throws so many charges together under one slogan, 
* 'intergenerational inequity.'* InfoiToation has been pro- 
vided elsewhere in this discussion guide showing that 
1) Social Security is not cause of the federal deficit; 2) the 
entire family and all age groups benefit, and future 
generations can expect to benefit, from Social Security; 
and 3) barring unforeseen economic disaster, future 
generations will have relatively little difficulty meeting 
the Social Security commitments. 
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As for the ' 'fairness" of the program to the young, a 
very limited standard of fairness is used. The argument 
is sometimes made that today's young— especially 
higher-income workers — will not get their money's 
worth out of Social Security Another argument is that 
since these programs do not operate like private insur- 
ance, in which benefits are strictly related to amounts 
contributed, they are intergenerationally inequitable. 
Still another charge is that today's young would do bet- 
ter by making private investments. 

It is true that future groups of Social Security 
beneficiaries will receive smaller rates of return on the 
taxes they and their employers paid on their behalf than 
those who entered earlier in the histoiy of the program, 
even though the benefit amounts that future beneficiaries 
receive will generally be larger, (This also happens under 
most private pension plans.) Rates of return are declin- 
ing because *4n the early years of Social Security, deci- 
sions were made to enable workers nearing retirement 
age to receive benefits even though they had made 
relatively small contributions.' ' A similar approach was 
taken each time benefits were increased, so that those 
nearing retirement age became eligible for the new 
benefits. But ''because the basic structure and major 
benefit liberalizations in Social Security have generally 
been in place for a number of years, future retirees will 
not reap such large returns." However, it is a mistake to 
conclude from this that Social Security is a bad invest- 
ment and is unfair to younger workers. ''The alternative 
— failure to blanket in workers nearing retirement age — 
would have compromised the system's goal of adequacy." 
And to have done so would not have been fair in another 
sense since the economic welfare of workers retiring 
earlier in the history of the program was generally far 
worse than that of future retirees.*^ 

Is Social Security a good investment? While acknowl- 
edginf^ that future rates of return are declining and that 
private investment toward retirement and other concerns 
is desirable, it is important to recognize that Social 
Security can be counted on, still gives a positive rate of 
return, and provides protection against inflation. It can 
be argued that for a few workers — for example, those 
who never marry and have tlie highest earnings through- 
out their lives— alternative investments might have a 
greater rate of return. But very few people re£illy know 
early in their lives that they will, "for sure,' ' never marry 
and be high-income workers throughout their lives. 
Moreover, as the October 1987 stock market crash 
highlights, alternative investments involve considerably 
more risk. And Social Security offers guarantees (e.g., 
against inflation) and benefits generally unavailable 
elsewhere, £ind without it, many — even some previously 
high income workers — would be worse off in later life. 
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In fact, the more important question is whether each 
generation, as a whole, will get their money^s worth. 
Here, the answer is * *yes/ ' As Ball notes, * 'Social Secu- 
rity actuaries have calculated that, on average, workers 
who are in their early 20s today can expect to get some- 
what more than the full amount of their own and their 
employers^ contributions compounded at an interest rate 
that exceeds prices by two percent — a reasonable rate of 
return for a safe investment."'^ 

Moreover, it can be argued that by underwriting the 
dignity of individuals and helping to stabilize families 
and society, the program has value to each generation 
beyond the dollar amount of benefits provided. In a 
speech made in February 1987 before a colloquium on 
Social Security sponsored by the city of Philadelphia, 
Nelson Cruikshank noted: 

It's not just old peojde who benefit in their retire- 
ment years from Social Security; young people 
benefit now. They know they have a secure future 
to look forward to, but they also know that the 
burden of caring for mother and father or for grand- 
mother and grandfather is partly relieved for them. 
No American family should be confronted with the 
dilemma of whether we should take care of grand- 
mother's health problems or grandmother's seairity 
and her decent living or send daughter Mary to col- 
lege. That decision should not be forced upon any 
American family. So taking care of the parents and 
the grandparents also relieves some of the burden 
that would otherwise fall on young^^r people, who 
have their own problems educating their children, 
paying for their homes, and meeting the problems 
of income security 

12. Should the age of eligibility for (iill retirement 
benefits be raised? 

Background: The 1983 amendments scheduled a grad- 
ual increase, from 65 to 67, in the age of eligibility for 
full retirement benefits over a twenty-four-year period 
beginning in 1^003. A related reduction in the value of 
benefits for persons accepting early retirement benefits 
and for widow(er)s and spouses of retired workers will 
be phased in beginning in 2000. 

Issue Discussion: Advocates of this change argue that it 
is a fair and reasonable way of reducing expenditures. 
They point out that 1) life expectancies — and hence the 
number of years beneficiaries receive retirement 
benefits — have increased and are expected to increase 
even further, 2) even after age 67 is phased in as the new 
normal retirement age, beneficiaries of the future will 
generally receive retirement benefits for more years than 



current beneficiaries, 3) the real value of Social Security 
benefits in the future will be greater than it is today, and 
4) this change will encourage work effort on the part of 
the old. 

Opponents argue that this change is particularly un- 
fair because much of the savings will be produced by 
reducing the benefits of lower-income persons who are 
unable to work due to limited employment opportunities 
and/or health problems. They argue that there are bet- 
ter ways of encouraging work among those elderly who 
are willing and able. They contend that, at a minimum, 
eligibility criteria for disability benefits should be 
liberalized for older workers if a later retirement age is 
to be phased in. 

13« Should the Social Security earnings test be 
eliminated? 

Background: Benefits are currendy reduced by one 
dollar for every two dollars of earnings that beneficiaries 
make beyond a certain earnings ceiling — $8,880 in 1989 
for persons aged 65 through 69, and $6,480 in 1989 for 
persons under age 65. (Beneficiaries aged 70 or older are 
not subject to this earnings test.) The earnings ceiling is 
adjusted each year to reflect changes in average wages. 

Issue Discussion: The heart of this issue concerns 
whether entidement to retirement benefits under Social 
Security ought to be 1) simply based on age, or 2) based 
on both age and loss of income from paid employment. 
The tact that Social Security is supposed to protect 
against loss of earnings due to retirement, disability, and 
death provides the rationale for the earnings test. When 
earnings are not lost, why should benefits be paid? 

Yet the earnings test (also called the * * retirement test' 
is unpopular because it is perceived as penalizing and 
discouraging work effort. In fact, it provides some work 
disincentive, especially for those earning between |10,000 
and $30,000 ^ "ear.*^ Others feel it takes needed income 
away from b ficiaries. Moreover, in the long run, the 
effect of the earnings test will be gready diminished 
because 1) Uiginning in 1990, benefits will only be reduced 
by one dollar for every three dollars of earnings for those 
at and above the normal retirement age (age 65 in 1990), 
and 2) the value of the credit provided for delaying retire- 
ment past normal retirement age Ls scheduled to gradually 
increase — a change that, when fidly phased in, will com- 
pensate for benefits lost due to the earnings test. 

Some, however, point out that — in the short run — it 
is fairly cosdy to eliminate the test. (To do so only for peo- 
ple aged 65 to 69 would cost about $20 to $25 billion over 
the next five years, or $8 to $12 billion if phased in.) 
Moreover, nearly two-thirds of t he benefit of removing 
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the earnings test would accrue to higher-income bene- 
ficiaries — a rather poor use of scarce resources when 
there are other changes in Social Security that could help 
lower-income beneficiaries much more. 

Recently, new proposals to eliminate or phase out the 
earnings test for people aged 65 to 69 have been put for- 
ward. Few wish to oppose the idea of * 'encouraging and 
rewarding the work efTort' ' of older persons, even if it is 
mostly the higher-income elderly we are rewarding. An 
alternative also under consideration is to keep the earn- 
ings test but significandy increase its limits. This 
approach would enable most low- and moderate-income 
beneficiaries who must work * 'to make ends meet' * to do 
so without losing any benefits due to the test. 

14. Should all the earnings of higher-income workers 
be subject to the Social Security payroll tax? 

Background: Under present law, the Social Security 
payroll tax only applies to earnings below a maximum 
taxable ceiling— $48,000 in 1989. Payroll tax contribu- 
tions are neither made by the worker nor by the employer 
on behalf of the worker on earnings in excess of this ceil- 
ing. Nor does Social Security take earnings in excess of 
this ceiling into account when calculating benefits. 

Issue Discussion: Is it fair that the highest-income 
workers and their employers are only taxed on the first 
$48,000 of earnings, while all other workers (and their 
employers) pay on all their earnings? Some suggest that 
it is fair since Social Security does not give any credit 
toward benefits for earnings above the maximum taxable 
ceiling. Moreover, if employees were taxed above the tax- 
able ceiling, then because Social Security is earnings 
related, such workers should also receive credit toward 
higher benefits— a situation that would result in some ex- 
tremely large monthly benefits that would be difficult to 
justify In response, others contend that it is unfair for 
the Social Security tax to place a heavier burden on 
moderate-, middle-, and many low-income*^ people. Fur- 
ther, they argue that increasing the maximum taxable 
ceiling provides a fair way of bringing moi« revenues into 
Social Security (and/or Medicare), which could be used 
for other important purposes (e.g., to fund long-term care 
benefits). 

Another alternative is to keep the maximum taxable 
ceiling for the employee but tax the entire payroll of 
employers. Under this option, the linkage between 
workers' contributions and their benefit levels could still 
be maintained without also increasing future benefits for 
the highest-income workers. New revenues would be 
created for Social Secuiity and/or Medicare. WhUe this 
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would, in part, respond to the question of whether it is 
fair to tax a smaller portion of the earnings of higher- 
income workers, it would also raise new questions about 
what is fair from the point of view of business. 

15. Is the disability insurance program being 
administered fairly? 

Background: Deciding whether someone is eligible to 
receive (or to continue to receive) Social Security (or SSI) 
disability benefits is often quite difficult and complex. 
Four kinds of errors are possible: 1) rejecting claims for 
benefits that should be accepted, 2) accepting claims that 
should be rejected, 3) continuing to provide disability 
benefits to persons who are able to return to work, and 
4) cutting off people who are still disabled. The eligibility 
process involves application at an SSA office; review by 
the state agency (the state ^ ^disability determination ser- 
vice'*), which makes the initial assessment of the appli- 
cant's eligibility; and perhaps also several levels of 
appeal — including a request for reconsideration, a hear- 
ing before an SSA administrative law judge, an appeal 
to the SSA Appeals Council, and finally a suit filed in 
federal court. 

During the early 1980s, the review process was im- 
plemented to screen out the relatively few beneficiaries 
who had been kept on the rolls even though they could 
work. Unfortunately, this process was administered in 
a way that was unfair to hundreds of thousands of 
severely disabled persons and their families. Its imple- 
mentation was marked by controversy, causing twenty- 
one states to refuse to administer the reviews in whole 
or in part and twenty-five federal courts to strike down 
the procedures the SSA was using for the reviews. Sen. 
John Heinz (R-Pa.) referred to the reviews as a holo- 
caust against the mentally impaired.'' (Physically dis- 
abled persons were not treated substantially better.) 
Intervention of the federal court system and of many 
state governments called attention to the problem. 
Ultimately, congressional action was required to improve 
the situation. 

Issue Discussion: The question still remains as to 
whether the program is now being administered in a fair, 
efficient, and equitable manner. Despite improvements, 
there is concern that 1) applicants for DI benefits are not 
being given adequate explanation for denial of claims, 
2) a backlog is developing in processing continuing 
eligibility reviews, 3) a backlog is developing in process- 
ing the appeals of persons who belieA^e an incorrect deci- 
sion was made, and 4) SSA staff cuts might result in 
poorer administration of this program. There are also 
questions as to whether the SSA applies the correct legal 
standard and loiiows the courts' interpretation of the law. 
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16, How can the issues of special concern to toda/'s 
and tomorrow's women be addressed? 

Background: Some issues of particular concern to 
women include 1) the high proportion of widows with in- 
comes below poverty, 2) the lack of disability protection 
for homemakers, 3) the inadequacy of benefits for di- 
vorced spouses, 4) the lack of credit under Social Security 
for time spent out of the labor force doing care giving 
work at home, 5) the fact that benefits paid to a retired 
couple in which both spouses worked are generally lower 
than benefits paid to a couple with a similar pattern of 
total earnings in which only one spouse worked, and 
6) the reality that a woman who works outside the home 
will often get what amounts to a higher benefit as a 
spouse tlian she will get as a wage earner in her own right. 

Issue Discussion: What should be done? Earnings shar- 
ing is one approach to solving these problems. Philasoph- 
ically, it is very attractive because it treats marriage as 
an economic partnership, with each partner deserving 
an equal share of the fmits of their combined effort. This 
approach would credit each partner with one-half of total 
household earnings in employment covered by Social 
Security for the years during which a marriage exists. But 
while solving some of the above-mentioned problems, 
it would, without major refinements, leave other prob- 
lems unsolved — especially those affecting low-income 
divorced, widowed, and disabled women today. Also, to 
implement it without greatly increasing the cost of Social 
Security would require significantly reducing the benefits 
of future beneficiaries — including, in all likelihood, 
divorced men, married men, and married women who 
have a limited or no history of paid employment. 

Some argue that the adequacy issues for todav's and 
tomorrow's low-income disabled, divorced, and widowed 
women are more important than the equity issues con- 
cerning working women. Concentrating on making 
some substantial improvements in benefits for 
economically vulnerable and potentially vulnerable 
women may be appropriate, given scarce resources. For 
example, benefits for disabled widows (and widowers, 
though there are relatively few) could be raised from 71.5 
percent of a full benefit to 100 percent. The more 
stringent test of disability for disabled widows benefits 
could be changed so that it is the same as the one cur- 
rently applied for disabled workers benefits. Time spent 
out of the labor force to care for children under 18 or for 
disabled family members might be credited toward 
disability insurance and Medicare prott :tion. Con- 
sideration could be given to limited earnings-sharing 
provisions for divorced spouses. And to assist low-income 
women who left the work force to care for young children 



or other family members, credit for those care-giving 
years could be given toward the special minimum 
benefit, which provides an alternative way of computing 
Social S?curity benefits for workers who have worked for 
many years but at low wages. 

Others argue that the issue should not be framed in 
terms of poor (and otherwise vulnerable) women versus 
working women and that equity for all women requires 
gradually phasing in a modified earnings-sharing pro- 
posal. For example, such a proposal ''could assure that 
a surviving spouse would inherit the combined wage 
credits accumulated by a couple during marriage so that 
a majority of widows and widowers could get the same 
or higher benefits than under today's system,'' and 
modifications could also be made in the case of 
disability,2o 

17. Does Social Security treat minority groups 
fairl;? 

Background: This question has been raised and, unless 
carefully examined, can be a source of tremendous 
misinformation about Social Security. 

As groups, ceitain minorities — primarily African 
Americans, Hispanics, and Native Americans — have 
shorter life expectancies at birth than white Americans, 
a strong indication that the lifelong effects of racial, 
ethnic, and economic discrimination have seveix: impacts 
on health and well-being. For example, white females in 
1985 had life ixpectancies at birth of 78.7 years, com- 
pared with 73.7 for black females, 71.2 for white males, 
and 65.3 for black males.^' For persons reaching age 65, 
the life expectancy gap narrows. At age 65, life expec- 
tancy in 1985 was 18.7 years for white females, 17.2 years 
for black females, 14.6 years for white male^, and 13.3 
years for black males. Interestingly, life expectancy for 
black Americans at age 80 is higher than it is for white 
Americans. 

In addition to generally shorter life expectancies at 
birth, minorl y youth are more likely than white youth 
to enter the labor force earlier. These facts havj led some 
to conclude mistakenly that Social Security is unfair to 
minorities who are less likely to collect retirement 
benefits. A special study panel, the 1979 Advisory Coun- 
cil on Social Security, studied this issue and concluded 
that * 'social security does not treat minorities less 
favorably than it treats the majority population. 
However, the treatment of minorities is complex because 
various aspects of social security affect minorities in 
diverse ways.'*^* 

Because of shorter life expectancies, minority persons 
are, in fact, less likely to get retirement benefits. But this 
is offset by three factors. First, minorities are more likely 
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to receive disabiiity and survivors benefits. Second and 
more important, the adequacy feature of the Social 
Security benefit formula provides proportionately larger 
benefits to lower-income workers than to middle- and 
higher-income persons. Consequently, minority persons, 
who, because of lifelong discrimination, are more likely 
than nonminority persons to be in low-paying employ- 
ment, generally receive proportionately larger benefits 
than nonminority persons.^^ And finally, because Social 
Security represents a larger portion of the retirement in- 
comes of low- and moderate-income workers, it is an 
even more critical source of income protection for most 
minority persons who receive benefits than for most non- 
minority persons. 

The entire nation should be concerned about the con- 
tinued effects of educational, employment, and housing 
discrimination in all regions of the country; and national, 
state, and local policies ought to address this ongoing 
problem. We should not take great satisfaction in know- 
ing that, because minority persons are more likely to be 
low-income persons. Social Security offsets some of the 
negative impacts of racial and ethnic discrimination. But 
neither should we reach the faulty conclusion that Social 
Security discriminates against minority persons. To do 
so distorts the truth and undermines confidence in this 
system, which provides critical protection to all citizens. 

Issue Discussion: This issue was recently raised in a 
report by the National Center for Policy An *Jysis in 
Dallas, a conservative think tank studying private alter- 
natives to Social Security. It concluded that because 
blacks have higher mortality rates than whites, ' * the vast 
majority of adult blacks would be better off if the [Social 
Security] system were abolished.'*^® Robert J. Myers, 
former chief actuary of Social Security for many years, 
takes strong exception to this report and the notion, as 
reported in the Wishington Tttm, that Social Security 
** transfers wealth from black to white, young to old and 
poor to rich.'* He writes: 

Just as in any private pension plan, those who 
retire in the early years of operation receive **good 
buys'* in order to make the program effective. 
However, transfers do not occur, on the average, 
from poor to rich and from black to white. 

The National Center for Policy Analysis, which 
is given as tlie source for such views, has made 
faulty analyses when it entered into the field of 
actuarial computations. Any elements favoring 
higher-paid persons are more than offset by the 
weighted-benefit formula and their generally later 
retirement. 



The flaws ... are especially evident in the blacks 
versus whites comparison. Using life expectancy 
values at birth, instead of at age 20, is faulty. Even 
more important is the failure to understand the 
meaning of life expectancy 

To point out that Social Security does not discriminate 
against minorities at risk does not mean that no changes 
should be made in Social Security and related programs 
to assist low-income and otherwise vulnerable groups — 
groups tHat in general are disproportionately composed 
of minority persons. Because minority persons are more 
likely to be disabled or partially disabled during late mid- 
dle age, liberalizing the definition of disability for older 
workers in the Social Security and SSI disability pro- 
grams would be particularly beneficial. Increasing Social 
Security's special minimum benefit, which is designed 
to improve the adequacy of benefits for workers who have 
worked full time for low wages throughout most of their 
work lives, would also aid many minority persons. And 
increasing the income guarantee under the SSI program 
and reforming the SSI assets test so that it does not pre- 
vent poor people from receiving SSI benefits would pro- 
vide significant assistance.^^ 

18. Is service to the public adequate? 

Background: The number of SSA personnel has declined 
from 87,000 people in 1983 to 78,000 by mid-1986, and 
there are plans to further reduce staff to about 61,000 by 
1990. Paralleling these staff reductions and the related 
closing of some field offices is a growing emphasis on in- 
creased automation and on trying to get the public to do 
much more of their business (e.g., claims) via telephone. 
In the near future, the public will be unable to get the 
telephone number of their local SSA office through infor- 
mation. (They will be given an ^'800' ' number instead.) 
These changes affect not only Social Security applicants 
and beneficiaries but also all those who apply for or 
receive SSI, since both programs aro administered by 
SSA and many people receive both benefits. Some 
studies have shown that there are many persons who are 
potentially eligible for SSI but are not receiving benefits. 

Issue Discussion: Are staff cuts affecting service to the 
public? Those favoring further staff reductions point to 
faster processing times for claims and other improve- 
ments in efficiency. They argue that as automation pro- 
ceeds it is reasonable to expect that the same level of 
public service can be provided by fewer people. Further, 
the increased ability to transact business with SSA via 
the telephone is often a convenience for the applicant, 
and survey results from a study conducted by the U.S. 
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General Accounting Office in 1987 suggest that the 
public is generally satisfied with ihe service provided by 
SSA.2« 

Those concerned with these changes argue that 1) ser- 
vice to the public is less personal, 2) persons with com- 
plex cases are not being well served, 3) local SSA staff are 
overworked and demoralized, 4) more errors are occur- 
ring in the administration of claims and benefits, and 
5) outreach efforts have been reduced. Some eligible peo- 
ple, it has been observed, are being provided with incor- 
rect information or being discouraged to pursue their 
cases by staff who arc overworked and unable to provide 
proper assistance; as a result, they are not receiving 
benefits to which they a-e entitled. Many of the people 
these programs serve have limitations that make even the 
simplest transactions difficult without assistance. Spe- 
cifically, functional illiteracy as well as physical and men- 
tal impairments of both younger and older individuals 
create many obstacles to access.*^ Staff cuts, it is argued, 
have exacerbated access problems, especially for these 
groups. 

Medicare and Related 
Health Care Issues 

19. What can be done to resolve Medicare's financ- 
ing problems? 

Background: Medicare's financing problem is primar- 
ily a symptom of a still larger problem: the growing cost 
of health care in America. Yearly increases in the cost of 
most health care services have outstripped both inflation 
and increases in average wages of workers during almost 
every year since 1965. 

Barring congressional action, the Hospital Insurance 
(HI) '^[hist Fund, Medicare's larger trust fund, will be 
depleted shordy after the turn of the century.^* Because 
financing for Medicare's Supplementary Medical Insur- 
mct (SMI)Thist Fund is set so that income equals trust 
fund expenditures, SMI is actuarially sound, both in the 
short run and long run. About three-quarters of the pro- 
gram is funded from the general revenues of the federal 
government and the rest through premium payments. 
Program costs are growing rapidly. 

Even if inflation in hospital and other medical costs is 
brought under control, the cost of publicly protecting the 
aged and disabled will still be high and will be projected 
to grow, given the anticipated growth of the elderly 
population and especially of the very old. 

Issue Discussion: One way or another, this issue must 
be addressed during the 1990s. Consideration will be 
given to bringing more revenues into Medicare via such 



mechanisms as increasing payroll taxes, taxing alcoholic 
beverages and cigarettes, increasing premiums and other 
beneficiary charges, and treating a portion of the value 
of being covered by Medicare as taxable income. Con- 
sideration wiU also be given to benefit cuts (e.g., raising 
the age of eligibility for Medicare to 67) and to new ways 
of containing the cost of physician and other medical ser- 
vices. And as a strategy to achieve long-term savings (and 
to improve quality of life), consideration should also be 
given to investing further in biomedical research. In 
terms of the cost-saving goal, this is a tricky area. The 
fruits of such research — new technologies and even 
disease reduction — do not always result in cost savings. 
But when advances are made, as individuals and as a 
nation, we often welcome them, even if they are more 
costly. And even with the aforementioned qu edification, 
seeking to delay the onset or to prevent diseases such as 
osteoporosis and Alzheimer's through research holds 
promise as a cost-savings strategy. 

Each alternative under consideration has strengths 
and weaknesses. For example, raising the age of eligibility 
for Medicare provides a way to reduce projected deficits 
significandy, but it would place the cost of doing so 
primarily on those 65- and 66-year-olds with the highest 
medical costs. Increased payroll taxation is ceitainly 
possible, but of course it reduces the income that workers 
take home. Containing costs is certainly desirable, but, 
depending on how it is done, it may shift costs onto other 
parties involved in the health care system (e.g., the family, 
private insurers, state governments) or result in poorer 
and/or inadequate care. 

Because the Medicare financing issue is intertwined 
with larger health care cost and fmancing issues, the solu- 
tion requires more than sirnply increasing Medicare 
revenues (through tax increases and increased 
beneficiary payments) and/or decreasing expenditures 
(through benefit cuts and cost-containment measures). 
Thus, one way of addressing this problem is to seek 
changes throughout the entire health care system that 
restrain costs while also ensuring quality care. But no 
matter how successful we are, we need to be aware that 
health care costs will increase and to plan for this 
increase. 

20. Should health care be rationed? 

Background: Health ethics experts often point out that 
health care is already rationed in the Uniied States in 
various ways. Every day, hospital administrators, physi- 
cians, nurses, and other health care providers decide 
whether patients receive treatment, what types of treat- 
ment they receive, when they should be sent home, and 
the like. More importantly, these experts point out that 



ERIC 



66 



CURRENT AND FUTURE ISSUES 



the free market is used as a rationing mechanisnri. Thus, 
those who can afford care— that is, those who have good 
health insurance coverage — receive generally high- 
quality care while the poor, the unemployed, and others 
who cannot afford care have access to a more limited 
quantity of care, which is often of lesser quality. 

Many experts have called for more explicit rationing, 
arguing in part that there is a need to reach agreement 
on which health care services should be available to all 

Issue Discussion: The issue then is not whether care 
ought be rationed; it already is. The difficult questions 
for public debate concern such issues as 1) whether the 
current rationing mechanisms lead to a fair and efficient 
use of health care resources, 2) what criteria should be 
applied when deciding whether to use expensive technol- 
ogies for patient care, and 3) how health care resources 
should be allocated. 

A few have argued for rationing by age. They believe 
expensive treatments for acute illness ought be withheld 
from the very old (e.g., persons 85 and over), given the 
iprowing expense of health care to elderly persons and the 
limits on what the nation can afford to spend on health 
care. In contrast, a panel of experts convened by the U.S. 
Congress, Office of Technology Assessment, found that 
for individual elderly patients, * 'chronological age is a 
poor predictor of the outcome of treatment with life- 
sustaining technologies.'' Most panel members concluded 
that ^'socioeconomic status should not be a barrier to 
access to health care, including life-sustaining inter- 
ventions'' and that decisions regarding life-sustaining 
treatments must be based on an individual basis and 
should never be based on chronological age alone."^^ 

21. Should national health insutance be enacted? 

Bacf^wund: Social insurance covers the risk of ill health 
only for the work injured, the long-term and severely 
disabled, and the elderly The rest of the population 
depends on private insurance (usually provided through 
the place of employment), private savings, or sometimes 
Medicaid. In the course of the year, about 37 million 
Americans — many in families in which the head of the 
household works full time throughout the year and others 
in families struck by unemployment— lack any type of 
health insurance private or public. MillioriS more who 
are covered do not have adequate protection. Medicaid, 
the welfare program desigried to provide access to health 
care for tlie poor, piwides benefits for less than one-half 
of the poor. And even coverage by health insurance is no 
guarantee against the financied hazards that can accom- 
pany catasti )phic illness. 

O 
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Efforts to extend social insurance to cover the health 
needs of the enti) e population have pn eeded for genera- 
tions without success. As a result, national health in- 
surance remains a pressing concern and a controversial 
topic. 

Issue Discussion: Should we institute national health 
insurance, or does it constitute an unwarranted interfer- 
ence with the freedom of doctors and hospitals to pro- 
vide medical care and the freedom of patients to receive 
care from the doctor and in the setting of their choice? 

If we institute national health insurance, how might 
it be coordinated with existing health care financing 
mechanisms, such as Blue Cross and Blue Shield? How 
would we predict the costs? What controls would we inst' 
tute over existing health care providers, such as hosj i ^ 

What form should such insurance take? Should u I. .. 
uniform and compulsory? Should it be mandated by 
government and hence required of all employers (who 
could use private insurers), such as envisioned in Sen. 
Edward Kennedy's health bill? Or should it involve the 
development of a national health service? 

22. How best can individuals and families be pro- 
tected against the cost of long-term care for 
elderly persons? 

Background: Just as the cost of hospitalization threat- 
ened the elderly population prior to the enactment of 
Medicare, the single biggest threat to the economic well- 
being of elderly persons and their families today comes 
from the potential costs of providing long-term care ser- 
vices to the chronically ill elderly, at home or in institu- 
tions. On any given day, about 5 percent of the elderly 
are in nursing homes and another 7 percent to 12 per- 
cent receiw assistance at home. Over time, moat people 
who reach age 65 will need long-term care services — 
eitht . at home or in a nursing home — at some point dur- 
ing their old age. For some individuals (e.g., those who 
need ''short-term'' long-term care for rehabilitation), the 
costs are likely to be relatively manageable. But for others 
and their families, the need for expensive ongoing long- 
term care services could potentially overwhelm their 
finances. 

Families can and do provide the great bulk of care to 
the disabled elderly who are not in institutions, often at 
great emotional and financial cost. But family members 
need supportive services (e.g., some respite from the 
twer .y-four-hour effort often required), and disabled 
elderly persons living alone have particular needs for ser- 
vices (e.g., transportation, chore services, home health 
servires). Thu«?, for many reasons — including the 
growing number of veiy old people and a generally 
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decreasing family size, which translates into relatively 
fewer family care-givers per disabled older person — the 
need for comprehensive and coordinated long-term ceire 
services is growing. 

Issue Discussion: The growing need to protect against 
the risk of long-term care raises a host of issues related 
to social insurance. Students can be encouraged to 
discuss what combination of public and private interven- 
tions can best solve this problem. To what exte:^ t should 
the problem of long-term care remain one that is entirely 
the responsibility of families and individuals? Should 
government assist them? If so, what are the relative 
merits of interventions that would encourage individuals 
and private companies to purchase private insurance 
protecting against this risk, versus a social insurance ap- 
proach or an approach that emphasizes protection 
through Medicaid, the public assistance program for 
low-income elderiy, the disabled, and families with 
children? Are there combinations of social insurance, 
public assistance, and private approaches that could pro- 
vide adequate protection for the population? How much 
and what quality of long-term care should individuals 
have a right to receive? What private or public resources 
are available for additional protections? 

One solution would be to encourage the development 
of private insurance to protect against the risk of long- 
term care. Here, the questions concern whether private 
products can be developed with low enough premiums 
to encourage individuals to protect themselves. Would, 
for instance, a 40-year-old be likely to save $50 each 
month to protect against a risk likely to occur only if he 
or she reaches age 85? Even if attractive private products 
can be developed, large numbers of citizens — probably 
most — would not purchase this protection. 

By gready liberalizing the assets and income tests, the 
Medicaid program could be reformed to provide in- 
creased protection against long-term care costs. Here we 
need to ask whether a welfare-based solu tion is preferable 
to a social insurance solution. Can it provide adequate 
and dignified protection against the risks posed by long- 
term care? Can it provide for quality of care? Is it moic 
efficient? Who will fall through the cracks? 

The creation of a social insurance program protect- 
ing the entire population from the risk of long-term care 
is being discussed today. In this debate, a series of classic 
issues must be faced: Ca." we separate those in need of 
long-term care from the rest of the elderly and dis- 
abled populations? Ought we insure only the elderly, or 
also the disabled and all others facing this risk? How 
would such a program be financed? In what sort of set- 
tings should long-term care be provided — homes or 
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institutions? Can we afford the cost of such a program? 
Alternatively, can we afford not to have such a program? 

23. Should Medicare provide reimbursement for 
preventive and long-term cai-e? 

Background: Medicare was enacted in 1965 primarily, 
as stated by President Lyndon Johnson, so that **the 
spectre of catastrophic hospital bills [could] be lifted from 
the lives of our older citizens.' For the most part. 
Medicare has succeeded admirably in providing elderly 
people and, later, disabled people with access to hospital- 
based and other acute care services— that is, services re- 
quiring immediate but not long-term treatment. 
Medicare has also succeeded in usually (but not always) 
protecting against bankruptcy resulting from hospitaliza- 
tion. Without Medicare, beneficiaries would find the cost 
of comparable health insurance extremely high and 
many would be forced to go without it. And many 
middle-aged family members might be faced with such 
unpleasant choices as deciding whether to pay for their 
elderly parent's hospital stays or put nioney away for 
their children's educations. 

However, Medicare does not provide significant reim- 
bursement for long-term care services (e.g., nursing 
home care, home care) to chronically disabled people, 
except, in some cases, on a short-term basis. Medicare 
also provides very little (if any) reimbursement for 
preventive services or for dental services, eyeglasses, and 
hearing aids. 

Issue Discussion: The question of whether Medicare 
should provide additional coverage for services — 
especially long-term care — promises to provide one of 
the most important policy debates of the next decade. 
Those concerned with adding long-term care protections 
will point to the growing need for such services and the 
need to protect families from the costs. Those concerned 
with adding preventive services and services such as 
reimbursement for dentures will observe that failure to 
do so may lead to unnecessary hospitalization or a poorer 
quality of life for beneficiaries. Those opposed to adding 
services to the Medicare program will note that even 
without the addition of new services, the program faces 
f'lancing problems. 

24. Are Medicare patients being discharged too 
quickly from hospitals? 

Background: Efforts to control Medicare costs have 
taken many forms, including professional review organi- 
zations to protect against unnecessary hospitalizations 
and surgical procedures. More recently, a prospective 
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payment system has been instituted, which sets limits on 
reimbursement for hospital inpatient procedures by 
establishing a set amount to be paid for each diagnosis- 
related group. Medicare-financed hospital admissions 
are now usually classified into DRGs, and a hospital is 
paid a set amount according to a patient's diagnosis. If 
providing care to the patient costs the hospital less than 
what Medicare pays for a particular DRG, the hospital 
makes a ''profit/' Alternatively, the hospital may expe- 
rience a 'Moss** if, for instance, the patient stays in the 
hospital for more days than expected under a DRG. 

Issue Discussion: Critics charge that the DRG system 
causes patients to be discharged ''quicker" and "sicker," 
with possible adverse effects on their health. Proponents 
point out that DRGs are saving health care resources and 
that staying extra days in a hospital is not necessarily 
better for a patient. Others observe that the root of the 
problem concerns the limited discharge planning for hos- 
pitalized patients and the limited amount of community- 
based "short-term" care available for discharged 
patients. Thus, spouses and other fsimily members who 
often care for recently discharged persons lack adequate 
support. 

25. How can society best address the health care 
needs of persons with HIV*relatcd illnesses/ 

Background: AIDS, the acquired immune deficiency 
syndrome, is a result of infection by the human immu- 
nodeficiency virus (HIV), which impairs the immune 
system of infected people. For persons diagnosed with 
HIV, the probability of developing HIV- related illnesses/ 
AIDS is high — an estimated 50 percent over the nexi ten 
years. For those diagnosed as having AIDS, the chances 
of survival beyond two to three years are very limited, 
and the likelihood of experiencing periods of total 
disability and of i^uiring extended medical caie is gceat 
The National Centers for Disease Control reports that 
from 1981 through July 1988, 66,464 people were 
diagnosed with AIDS (about half of whom died by July 
1988). Currently, about 1.5 million Americans are in- 
fected with HIV, and estimates are that by 1993 about 
46r,000 persons will have AIDS.^s 

Is.^ Discussion: The issue concerns the nature of soci- 
ety's responsibility to people with HIV-related illnesses/ 
AIDS, including the estimated 1,050 children with AIDS 
in 1988. What changes should be made in Medicare, 
Social Security disability insurance, SSI disability. 
Medicaid, and related programs? 

One problem concerns the long waiting periods for 
eligibility before Tocial Security disability and Medicare 



benefits can begin. For persons diagnosed with HIV- 
related illnesses/AIDS, having to wait six months before 
being eligible for disability insurance benefits and then 
another twenty-four months before eligibility can begin 
for Medicare represent an extreme hardship, especially 
in light of the currently very short life expectancies of 
these people. Should a special category of social in- 
surance, similar to the one already established tor end- 
stage renal disease, be established for AIDS patients? If 
so, how should admission standaids for the program be 
governed? Should there be universal eligibility? What 
would the cost be? 

Another problem concerns the need to provide more 
home care services. How should such services be funded? 
Presently, home health agencies find it difficult to pro- 
vide service to people with AIDS because there is very 
little funding for home care in private and public in- 
surance programs. If such services were provided, they 
CO Id, in many cases, be delivered less expensively than 
.iinilar care in hospitals would cost and more satisfac- 
torily as far as the patient is concerned. 

Yet another problem concerns the need to impoverish 
oneself before benefits can be received under Medicaid. 
Additionally, there is the question of how much funding 
should be devoted to biomedical research directed at 
developing a vaccine and treatments for HIV-relatcd 
illnesses/AIDS. 

26. How can we best guarantee access to adequate 
health care for pregnant women and young 
children? 

Background: The Children's Defense Fund, an advo- 
cacy group for low-income children, reports that 
millions of infants, children, and pregnant women fail 
to receive necessary health care.'* For example, 5 percent 
of all pregnant women — including 11 percent of preg- 
nant women under 20 — received either litdL- or no 
prenatal care. Babies born to ' V'omen who receive no 
prenat2il care are three times more likely to be born at 
low birthweight and these babies are 20 times more likely 
to die in the first year of life, or to suffer handicapping 
conditions.' About one-third of all children living 
below the poverty threshold — more than 4 million 
children — are not covered by any health insurance — 
neither Medicaid, nor private insurance, nor anything 
else.37 Similarly, the Children's Defense Fund reported 
that over 4 million children under 18 lack any health 
insurance (including Medicaid) and that another equally 
large group lacks health insurance during part of the 
year. Such children receive only three-quarters of the 
health care of children insured for the full year, evc^ 
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though their need is generally greater. Moreover, 
preventive health care is often lagging, as indicated by 
the fact iJiat more than one-half of black preschool 
children are inadequately immunized against pertussis, 
diphtheria, tetanus, and polio.^® 

Issue Discussion: The poor health care afforded many 
pregnant women and infants results in higher infant 
mortality and childhood morbidity than necessary. And 
it can undermine the education of children and ulti- 
mately their productivity as members of the work force. 
How can we, as a society, best ensure that adequate 
health care be a right of all infants, pregnant women, 
and children? Plainly, this is not being done today. What 
are the moral implications of our failure to provide these 
citizens access to adequate health care? What does it 
portend for the future? 

27. Would turning Medicare into a voucher program 
help control costs and provide better services to 
beneficiaries? 

Background: Various proposals have been i)ut forth tc 
turn Medicare into a voucher program. At one point, 
the Reagan administration proposed giving Medicare 
beneficiaries a choice between Medicare benefits and 
a voucher that could be used to purchase private in- 
surance. If the private plan was cheaper than Medicare, 
beneficiaries could keep the difference. Recently, the 
American Medical Association has proposed its own 
voucher plan. 

Issue Discussion: Proponents claim vouchers could be 
u.?ed to place a cap on Medicare costs and to further con- 
tain costs by introducing greater competition into the 
health care system. Consumers, they believe, wouUi 
become more conscious of the cost of medical care 
because of increased out-of-pocket expenses. 

Opponents point out that * 'healthier'' disabled and 
elderly persons are likely to select cheaper plans that offer 
more li nited benefits and would thus find themselves 
short of adequate coverage should their health deteriorate 
several years later. Moreover, they note thai allowing 
beneficiaries to * *opt out' ' would leave Medicare witli an 
insuranv:e pool heavily weighted toward the oldest and 
least healihy aged and disabled people. Costs per person 
would increase significantly and political suppn»rt for the 
program would decline. Ultimately, Medicare vouchers 
would result in increased welfare costs for the nicdkal 
care cjI some and decreased access and qualit)' of cai e for 
many.^^ 



Special Disability Issues 

28. How well does our system of disability programs 
handle the problem of disability? 

Backgtmmd: A disabled person who can no longer work 
faces catastrophic consequences. As a result, a con- 
siderable number of private and public social insurance 
programs have been developed to protect against the risk 
of disability, which might be defined as the inability to 
work due to physical or mental impairment. The system 
of disability programs in the United States includes 
Social Security disability insurance. Medicare, voca- 
tional rehabilitation, workers' compensation. Supple- 
mental Security Income, veterans' pensions, veterans' 
compensation, veterans' healtli programs, government 
workers* pension programs. Railroad Retirement, the 
black lung program, temporary disability programs in 
five states, general assistance welfare programs in many 
states, private disability insurance, and private health 
insurance. 

Issue Discussion: Each program has iHs set of s[)eciaiized 
problems. In workers' compensation, for example, ad- 
ministrators worry about the best way to comper sate 
* 'permanent partial disabilities.' ' Should benefits be tied 
to the severity of a person's injury or to the actual work 
time that is lost? Issues abound concerning whether the 
eligibility criteria for DI and SSI are too restrictive or too 
liberal and how to ensure fair and accurate decisions. 

Viewed as a system, disability programs pose a series 
of issues for policymakers. One issue concerns how best 
to coordinate tlie programs. Should private insuiers pay 
the * 'first' * disability dollar or should DI? Should work 
accidents be covered by woikere' compensation or by DI? 
Another issue involves the relationship between work and 
disability. If disability benefits replace a substantial part 
of a worker's income, do they create disincentives that 
prevent people from working. 

Yet another issue concerns the complexity of the 
disability applic:ation process — a complexity that is often 
necessaiy to ensure the rights of applicants but that can 
also be a source of frustration. For example, Social 
Security DI features a complex process for awarding 
benefits that may involve two state investigations, a heal- 
ing before an administrative* law judge, and a x^wiew by 
Sociiil Security's Appeals Council. After that, a person 
who disagrees with the outcome of the appeals process 
may file a civil action in a federal district court. This pro- 
cevs has led to many controvei'sial issues involving the 
adequate prot^xtion of £uri applicant's rights. Still another 
issue concenis costs to the claimant, l:K)th of delays in the 
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application process to the various disability programs 
and of litigation that might be necessary. 

29« Do disability programs do enough to assist with 
rehabilitation? 

Background: The disability system sends contradictory 
messages to disabled people concerning rehabilitation. 
To be eligible for DI or SSI disability benefits, an appli- 
cant needs to prove that he is * 'unable to engage in 
substantial gainful activity" and that he is * 'totally 
disabled." Yet the federal government spends a billion 
dollars a year on the vocational rehabilitation program 
intended to prepare the disabled for work and to provide 
access to the activities of daily living. In other words, our 
disability policy often defeats itself by requiring people 
to prove that they are disabled rather than by encourag- 
ing them to seek rehabilitation. Moreover, the person 
who opts for rehabilitation may face the real possibility 
of financial loss or the loss of medical benefits as a result 
of returning to work — even to a very low paying position. 

Issue Discussion: Policymakers worry about creating the 
proper balance between monetary benefits and rehabil- 
itation services. Should people who are disabled be 
aUowed to retire, or should they be encouraged to return 
to work by '!r*dergoing a process of rehabilitation? If the 
answer is different for different individuals, what sorts 
of decision criteria can be used to separate those who 
should retire from those who should be rehabilitated? 
Should such a decision be a matter of individual choice 
and hence voluntary or should program administrators 
make the decision? 

Thus, a crucial issue concerns how to encourage those 
already on the disability rolls to seek rehabilitation. 
Should they, for example, receive a hfetime entidement 
to medical care? How long should we permit interim 
disability benefits for those who are undergoing 
rehabilitation? Moving beyond a self-defeating policy in 
a fair and consistent manner is a central challenge for 
future policymakers. 

30. Should vocational rehabilitation serve the 
severely disabled? 

Background: Traditionally, the vocational rehabilitation 
program has not allowed those labeled as ' 'permanently 
and totally disabled'' to become its clients, on the 
grounds that such clients are unfeasible' ' for employ- 
ment. Yet advances in biomedical and workplace 
technology as well as new training programs will permit 
some severely disabled persons to work. Moreover, if 
labor markets > .ghten during the 1990s, as mai.y expect 
they will, there is likely to be more demand for the ser- 
vices of disabled workers. 



Issue Discussion: Controversy has developed over whom 
the vocational rehabilitation program should serve and 
how it should allocate its resources. If it is expected to 
function as part of a disability system, it needs to develop 
the means to rehabilitate the permanently disabled on 
workers' compensation and Social Security disability in- 
surance. However, the rehabilitation of someone who is 
severely disabled costs a state vocational rehabilitation 
agency more and thus is also more risky for it. Moreover, 
states are reimbursed out of the Social Security trust 
funds only for cases in which Social Security beneficiaries 
have been able to perform substantial gainful activity for 
at least nine months. Thus, the more severely impaired 
an individual Social Security disability beneficiary is, the 
less likely the state agenc>' is to be reimbursed for the cost 
of rehabilitation services. What steps can the federal 
government take to reduce the risk to the state vocational 
rehabilitation agency? How does the financial and 
societal impact of possible labor shortages during the 
1990s am I the desirability of improving the quality of life 
of severely disabled Americans balance against the finan- 
cial costs of rehabilitation to society? 

31. Does public policy discourage parents from 
providing home care for disabled children? 

Background: There are m<'my developmentally disabled 
children — that is, children with a severe chronic disabil- 
ity resulting from a physical and/or mental impairment 
prior to age 22— and many children with other disabil- 
ities, all of whom require long-term care either in institu- 
tions, in other residential settings, or at home with their 
families. 

States provide funds for retarded and psychiatrically 
disabled children in institutions. Medicaid and SSI help 
pay the cost for some children in nursing homes and in 
certain institutional settings. However, with rare excep- 
tion, disabled children who are cared for at home by thei;* 
parents are not eligible for SSI and Medicaid unless their 
parents are poor Nor are these children under 18 eligi- 
ble for DI and Medicare benefits, although they may be 
once they reach adulthood if they are still dependent on 
their parents for most of their care. Also, at adulthood, 
many more qualify for SSI since parental income and 
resources are, generally, no longer counted when deter- 
mining the eligibility of a child over age 18. 

Issue Discussion: Should public policies do more to assist 
parents who care for disabled children at home? If the 
answer is ''y^s,'' a whole series of que:?tions follows. 
Should such a goal be accomplished within the context 
of a national health insurance progi am? A national long- 
term care insurance program? Should eligibility for DI 



ERIC 



7» 78 



SOCIAL SECURITY IN THE USA 



and Medicare be extended to disabled children under 18? 
Should eligibility to SSI and Medicaid be extended to 
such children and families regardless of the incomes of 
parents? 



Unemployment Insurance Issues 

32. Are unemployment insurance benefits adequate? 

Background: In recent years the proportion of 
unemployed persons who actually receive unemploy- 
ment benefits has declined — from 75.5 percent in 1976 
to 50 percent in 1980 and to about 31 percent in 1987. 
Thus, although over ^0 percent of employed people are 
covered by UI, less than one in three of the unemployed 
actually receive benefits. This is partly the result of the 
erosion of extended benefits for the long-term 
unemployed. Although the federal-state extended 
benefits program is designed to provide an additional 
thirteen weeks of benefits for workers who are 
unemployed for at least twenty-seven weeks and who live 
in states with high levels of unemployment, legislative 
changes enacted in 1981 have made it very difficult for 
states to qua^'fy. As of December 1987, no state qualified 
**to pay extended benefits, not even Louisiana with an 
unemployment rate of 9.9 percent in September 
[1987]r*« 

Simultaneously, the real value of unemployment 
benefits has declined. The average weekly benefit has re- 
mained relatively stable, about 36 percent of the average 
weekly wage in 1986. However, beginning with 1979, first 
part and then, by 1987, all of unemployment insurance 
benefits were made subject to state and federal income 
taxes. *4f the average recipient of jobless pay faces a com- 
bined state and federal income tax rate of 20 percent, the 
value of unemployment benefits to an average 
unemployed worker has fallen by 20 percent since 
19 78."** The decline in value of UI benefits, along with 
the tightening of eligibility standards, may help explain 
why fewer unemployed workers apply for I TI benefits. 

Issue Discussion: Those who favor improving the ade- 
quacy of benefits argue that the UI program is not 
presently meeting one of its major objectives — to allevi- 
ate hardships re. ulting from lost wages due to unemploy- 
ment. They generally favor changes such as 1) making 
extended benefits more available to the long-term 
unemployed, 2) establishing federal standards that would 
set 50 percent of the claimant's average weekly wage as 
the minimum benefit and at least 67 percent of the state's 
average weekly wages as the maximum benefit.*^ Those 
who oppose improvements in adequacy argue that 



1) given large federal deficits, now is not the time to do 
so,** and 2) such improvements would create work 
disincentives. 

33. What should be done about the inadequate 
financing of the state-federal unemployment 
system? 

Background: Higher levels of national unemployment 
since 1973 have resulted in more need for UI benefits and 
less revenues than anticipated. Over time, the propor- 
tion of the wage base subject to the UI tax has eroded 
from 98 percent in 1939 to only 36 percent in 1987. To- 
day, the Federal Unemployment Tax Act (FUTA) payroU 
tax only applies to the first $7,000 of wages, which has 
resulted in the chronic underfinancing of the system in 
the 1980s. Also during the 1980s, the federal financial 
contribution to the administration of the program has 
declined, federal funding of extended unemployment 
benefits for the long-term unemployed has been reduced, 
and the cost of indebtedness to states requiring federal 
loans for their UI trust funds has increased. Besides con- 
tributing to the financing problems, these factors have 
also placed pressure on the system to reduce the ade- 
quacy of benefits.** 

In 1987, the independent U.S. General Accounting 
Office issued the following statement: 

Since the mid-1970s the UI system has faced an in- 
creasing problem of insolvency, with 31 [state UI] 
trust funds needing to borrow more than $26 
billion from the federal government to continue 
paying benefits to the unemployed. Currently 7 
states are insolvent. While the system has $15.4 
billion in reserves, most states' reserves are inade- 
quate and will likely need billions of dollars in 
federal loans to pay benefits during the next 
r ecession .... 

Future recessions will likely repeat the pattern 
of the early 1980s, with states needing large federal 
loans to pay benefits and again reducing the pro- 
portion of workers receiving benefits in an effort to 
reduce costs and regain solvency. 

Conclusion: The UI system is currently operating 
in a way which fails to encourage states to build 
adequate reserves to withstand future recessions. 
Congress should take action to improve the ade- 
quacy of trust fund reserves . . . [and] also needs to 
be mindful to maintain appropriate levesl of 
workers' benefits.*^ 

Issue Discussion: What should be done? Revenues could 
be increased by 1) increasing the V 'axable wage base 
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wage base and tlien indexing it to keep up automatically 
with inflation or with increases in average wages, 

2) returning some of the income that comes from treating 
UI benefits as taxable income to the UI system, 3) financ- 
ing the federal share of the extended benefits out of 
general federal revenues rather than out of the trust fund, 
and 4) forgiving some or all of the outstanding state 
loans. Expenditures could be reduced by 1) ejrtending the 
period unemployed workers must wait until they file for 
benefits, 2) reducing the maximum weekly benefit, emd 

3) restricting the availability of extended benefits for 
long-term unemployed workers beyond what has been 
done in the 1980s.*7 

34. Should UI provide assistance for retraining and 
relocation? 

Background: Presendy, UI funds may not be used for 
retraining and relocation assistance. A number of pro- 
posals have been put forth to enable certain unemployed 
workers (e.g,, the long-term unemployed, persons af- 
fected by plant shutdowns in their geographic area, per- 
sons whose skills have become obsolete) to use their UI 
benefits for either retraining or relocation. 

Issue Discussion: Is this an appropriate use of UI fimds? 
Most parties agree that job retraining and assistance with 
relocation can be helpful to unemployed workers desir- 
ing such services. However, some oppose the use of UI 
funds for these purposes because to do so would result 
in a reduction of funds available for the income support 
of unemployed workers or, in the case of others, because 
these proposals would — assuming no reduction of 
income support to the unemployed — result in increased 
expenses, 

35. Should teachers and other public school 
employees be eligible for UI benefits between 
academic years? 

Background: A 1976 amendment to the Social Security 
Act prohibits UI benefits for public school teachers be- 
tween academic years or terms,*" A 1983 amendment 
includes a provision that requires states to deny UI bene- 
fits between academic years to nonprofessional public 
school employees who are likely to return to work at the 
beginning of the next academic year or term,*^ 

Issue Discussion: Should the option of extending these 
benefits to teachers and other public school employees 
be returned to states? Those who favor doing so point out 
that it is unfair to discriminate against teachei^ and other 
public school employees since worker, employed in 
nearly all other seasonal occupations (e.g., construction) 



can apply for benefits. Nioreover, under the 1983 amend- 
ment, it is primarily very low paid public employees- 
school crossing guards, cafeteria workers — who are 
denied unemployment benefits. They argue that persons 
who are unemployed and looking for work ought be eligi- 
ble to receive unemployment benefits. Those opposed to 
doing so argue that teachers and other public school 
employees are not really unemployed since they can ex- 
pect to return to work in the next academic year and that 
restoring this option would increase UI costs. 



Public Employee Program Issues 

36. Should the cost-of-living adjustments for federal 
retirees be cut? 

Background: The 1986 COLA was not given to federal 
retirees, resulting in a loss of $34 per month for the 
average federal retu-ee. Large federal deficits increase the 
likelihood that federal retirees will see their GOLAs cut 
or eliminated as part of deficit-reduction efforts.^^ One 
proposal would reduce the COLA for retired federal 
employees under age 62 but would keep it for those over 
that age. 

Issue Discussion: Are federal retirees being unfairly 
singled out for budget cuts? Will further cuts undermine 
the adequacy of federal retiree pensions and reduce the 
government's ability to attract and retain dedicated 
workers? 

37. Are the pension rights of state and local 
employees adequately protected? 

Background: Just as many workers in the private sec- 
tor are eligible for private pension protection, most state 
and local public employees (about 70 percent of whom 
are also covered by Social Security) are covered by public 
employee pensions. Teachers make up the largest group 
of employees (34 percent) covered by state and local pen- 
sion plans, followed by police and fire department 
employees (27 percent). 

But unlike participants in private pensions, most 
public employees do not have sufficient assurance that 
their pensions are being adequately funded or that in- 
vestments are being properly made on their behalf 
Moreover, while most large state and local pension plans 
are reasonably well funded, many pension plams — 
especially the smaller municipal ones — face funding 
problems. 

Issue Discussion: Is federal legislation needed to 
establish minimum guidelines for the operation of state 
and local pension plans? Ought uniform reporting and 
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disclosure standards be established for the financial 
management of these plans? Ought standards for fund- 
ing be improved? Those favoring federal regulation point 
to the need to protect public employees and establish 
some degree of uniformity. Those opposing such efforts 
argue that it would be unconstitutional for the federal 
government to do so. 



Understanding Social Insurance: 
The Values at Stake 

The concluding section of this chapter identifies issues 
that are often misunderstood as well as issues that are 
highly value laden. Many of these can be used to chal- 
lenge your students to think about the principles and 
characteristics of social insurance and to examine some 
of the myths about it. 

38. Is Social Security simply a middle-class entitle- 
ment? 

Bojckground: Social Security is sometimes criticized as 
beingjuif a middle-class entideraent, providing benefits 
mainly to financially comfortable people. 

Issue Discussion: About 60 percent of the elderly popu- 
lation reports that Social Security provides at least one- 
half of their total income. Moreover, without Social 
Security, the proportion of persons aged 65 and over v^th 
incomes below the official poverty line ($6,872 for couples 
and $5,447 for singles in 1987) would swell from about 
12.2 percent today to nearly one-half — that is, over 14 
miUion elderly persons. Plainly, low- and middle-income 
elderly persons benefit greatly from this program, and 
benefit cuts would gready undermine their economic 
well-being. For example a study commissioned by the 
American Association of Retired Persons indicates that 
if the 1988 COLA had been skipped, 331,000 benefi- 
ciaries — including elderly people, children, disabled, and 
widows — would fall below the poverty line. And in 
December 1988, the Census Bureau released a study 
showing that social insurance programs such as Social 
Security reduce poverty and inequality more than otlier 
social programs and more than taxes. Of course, there 
are federal policies that ariP disproportionately beneficial 
to middle-, upper-middle, and higher-income people, 
such as the income tax deductions provided homeowners 
and certain incentives provided for private pension sav- 
ings, but Social Security is not among them. 

39. Is Social Security primarily a welfare program? 

B ickground: Rather ironically. Social Security is also 
criticized by some as being a welfare program. This 
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criticism is based on a misundei'standing of program 
principles. 

Issue Discussion: Social Security is designed to serve 
many goals, the most important of which is adequacy — 
the principle that program benefits should be large 
enough to meet the basic needs of the citizens the pro- 
gram is designed to protect. This goal is reflected in 
1) the benefit formula, which generally provides a pro- 
portionately larger benefit to persons (and their families) 
who have worked consistendy in low-paying jobs, 2) tlie 
inclusion of benefits for survivors and other family 
members, and 3) an annual COLA that maintains the 
purchasing power of benefits once received. 

Another important goal in Social Security is individ- 
ual fquiiy, a dominant goal in private insurance but not 
in social insurance. This is the principle that persons 
ought receive a return that is directly proportionate to 
their contribution. While adequacy is emphasized, the 
benefit formula in Social Security provides for a blend- 
ing between these two goals. The result is that while 
Social Security generally replaces a larger proportion of 
previous earnings for low-income workers, higher- 
income workers usually receive larger benefits. 

If we, as a nation, were unconcerned with providing 
widespread and adequate protection against loss of in- 
come due to retirement, disability, and death of a bread- 
winner, there would be no need for Social Security: we 
could rely entirely on private savings, private insurance, 
and other private solutions (e.g., the family). By doing 
so, however, we would guarantee that a substantial 
proportion — probably a majority — of citizens would not 
have adequate protection. Thus, it is the desire to pro- 
vide a basic floor of protection under the entire citizenry 
that provides the strongest rationale for Social Security. 

40. Should social insurance programs be means 
tested? 

Background: Welfare programs such as Aid to Families 
with Dependent Children, Supplemental Security 
Income, food stamps, and Medicaid provide critical 
benefits to very low income individuals and families. Of 
necessity, many Americans have no alternative but to rely 
on these benefits for minimal fmancial support. The right 
to welfare, however, requires proving financial hardship 
through testing the amount of income an individual or 
family receives (income test) and/or testing the amount 
of assets (savings, stocks, value of equity in an automo- 
bile) an individual or family has. In other words, a per- 
son having a right to these benefits must prove that he 
or she is poor — a process not only that citizens find 
distasteful, but also that tends to undermine the person's 
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dignity — the reverse of the goal of social insurance. 
Moreover, although these programs target benefits to the 
most neto/ in society, they generally provide small 
benefits ana are very vulnerable to budget cuts. 

Social insurance programs, on the other hand, are not 
means tested. Instead, benefits are an earned right. 

Issue Discussion: Recently, it has been argued that 
means testing social insurance programs would 1) reduce 
the federal deficit, 2) prevent people who do not need 
these benefits from receiving them, and 3) help target 
benefits to those most in need. 

Means tests are difficult and costly to administer and 
create other problems as welL Let's assume we wanted 
to eliminate persons considered to be better-off'' — say, 
beneficiaries with $30,000 a year or more in income — 
from receiving Social Security benefits. To do this would 
require collecting income information from rhe o 'er 38 
million beneficiaries on a regular basis. How many peo- 
ple would we eliminate? Roughly 10 to 12 percent of all 
beneficiaries. This would save money for the Social 
Security trust funds, but it would also 1) reduce political 
support for the program since it would no longer be seen 
as a program benefiting all income groups, 2) reduce the 
dignity of beneficiaries, 3) break faith with benefi- 
ciaries — especially those eliminated — who had been 
promised benefits in return for payroll tax contributions, 
and 4) reduce the incentive for participating in private 
pensions and accumulating savings toward retirement. 

In discussing why Social Security should not be means 
tested, Elizabeth Wickenden — a New Dealer, an 
educator, and an active participant in many Social 
Secui y policy discussions — presents arguments rele- 
vant to all social insurance programs: 

Social Security owes its success and popularity to 
the fact that its benefits are certain, predictable and 
involve a minimum of inquiry into and control over 
the private and financial affairs of its benefi- 
ciaries .... Social Security is, in effect, a delerred 
return on labor. 

This pattern is highly successful because it con- 
forms with the American ethos of independence 
and income ba.sed on work. . . . 

[Proposals to means test Social Secu**Ity] seem 
to take no account of the fact that financing of the 
cash social security program is entirely self- 
contained, based on dedicated trust funds. ... A 
common but misleading approach to the same end 
is to refer to social security beneficiaries as **mid- 
dle class," ignoring the fact that most of them would 
be poor without their benefits .... 



The best way to deal with widespread poverty is 
to prevent its occurrence. One cannot prevent pov- 
erty by a benefit based on its prior existence 
(however essential a network of such benefits may 
be to deal with unusual, individual situations).^'* 

In short, it's simply not possible to means-test social 
insurance programs without changing them into welfare 
programs — a change consistently opposed by the vast 
majority of the public. 

Students can be asked if the benefits of means testing 
social insurance programs justify the damage done to 
these programs and to the widespread support they 
generally receive. Does treating portions of social in- 
surance benefits as taxable income — as is done currently 
with Social Security and unemployment insurance 
benefits — provide a fairer alternative to means testing? 

41. Should participation in social insurance pro- 
grams be voluntary? 

Background: Unlike the way private insurance operates, 
almost everyone in the work force must participate in cer- 
tain social insurance progrcims — namel' Soci^ll Security, 
Medicare's HI program, unemployment insurance, and 
workers' compensation — and coverage cannot be denied 
to any worker, even if very ill. 

Issue Discussion: Some have argued that it is out of 
keeping with American values to require workers to 
participate in these programs, that participation should 
be voluntary, and that workers should be able to opt for 
other forms of protection (e.g., private savings, life in- 
surance, individual retirement accounts). At first glance, 
voluntary participation in social insurance programs 
seems very appealing. But would it work? 

Since private insurance companies generally accept 
only the healthiest citizens into their health, life in- 
surance, and disability plans, that would leave the least 
healthy for government-run programs. Because no one 
is turned away from participating in a social insurance 
program, making Social Security or Medicare's HI 
program voluntary would leave them with the most 
expensive risks. Therelore, participation must be 
compulsory to ensure a balance of **good" and **bad" 
risks. 

Moreover, if participation in a program like Social 
Security were voluntary, some people might use their 
contributions to make poor investments or might find the 
press of current needs so great that they could not save 
at all. When the risks they would have been protected 
against eventually occur, would they then be left to reap 
the consequences of their poor choices? Probably not. 
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More likely, small welfare benefits would be provided at 
cost to taxpayers. Thus, compulsory participation pro- 
tects the public from paying for those who might choose 
not to participate now but might later become dependent 
on public assistance. 

42. Do imemployment insurance benefits discourage 
work and cause unemployment? 

Background: The availability of unemployment bene- 
fits, by itself, is one possible explanation of unemploy- 
ment. However, national levels of unemployment, fac- 
tory closings, racial and sexual discrimination, and 
limited educational opportunities clearly provide more 
powerful explanations 

Americans of all income classes identify with working. 
Not being able to work is a major crisis. Unemployed in- 
dividuals and their families experience real costs that are 
not compensated for by the payment of a benefit. In fact, 
according to the research of Dr Harvey Brenner" of 
Johns Hopkins University and others,*® *'as unemploy- 
ment rises, so do first admissions to psychiatric hospitals, 
suicide and homicide rates, alcohol consumption, deaths 
f^om cirrhosis of the liver, heart and vascular diseases, 
infant and maternal mortality," and marital disruption.*^ 
In other words, being unemployed — even if softened by 
the availability of jobless benefits— is hardly a desired 
situation. 

On the other hand, there is litde doubt that the avail- 
ability of unemployment insurance provides at least sme 
incentive to leave work or to not return to work once 
unemployed. As some economists point out, unemploy- 
ment benefits decrease the cost of not working. AD other 
things being equal, a worker might supply less labor if 
he or she knows that his (or her) ''leisure''— that is, time 
spent out of work— might be paid for through unemploy- 
ment benefits. But whether this is seen had depends 
both on tlae extent to which the program is viewed as 
discouraging work and on what one chooses to 
emphasize. 

Issm Discussion: No doubt the availability of unemploy- 
ment insurance provides at least some minimal work 
disincentives. Some argue that any dismcentive to 
work— no matter how small — is bpd and ought to be 
eliminated. Others point out that it is important to pro- 
tect workers and their families from losses of income due 
to unemployment caused by circimistances beyond their 
control, and that the slight work disincentive effects that 
might exist for some workers do not provide a reasonable 
rationale for modifying the program. Moreover, the 
availability of unemployment insuiance enables some 
workers to seek improved employment opportunities 



rather than be forced to take the first job thi»t comes 
along; and by helping workers seek work at their ap- 
propriate skill levels, the program leads to a moir effi- 
cient use of labor resources. And they point out thai the 
real causes of unemployment can be found elsewhere. 

43* Should Medicare beneHciaries have the right to 
stop life*su&taining treatments? Should Medicare 
be required to fund life*sustaining treatments? 

Background: Medicine gives rise to many ethical issues. 
Medicare, as the largest single payor in the health care 
financing system, must necessarily confront these and 
other very complex questions. 

Issue Discussion: Many of the issues have to do with 
starting or withholding life-sustaining treatment. When 
it comes down to individual cases, it is often extremely 
difficult to know with any certainty whether additional 
treatment will result in substantial health improvements; 
yet in many cases, it might. Under what circumstances 
should the wishes be accepted of the terminally ill or of 
family members of a person unable to make a decision 
to stop his or her own life-sustaining treatments? What 
criteria should be used by policymakers and health care 
providers when deciding about the availability of life- 
sustaining treatments to groups (e.g., disabled children, 
terminally ill elderly persons) and to individuals? Ask 
your students whether they would consider the selected 
criteria to be fair if applied to themselves or to members 
of their own families.*^ 

44. Should health care be a right? 

Not only is this is a fundamental question for classroom 
discussion, but it is also at the heart of the health care 
policy debates in the United States. Our answer condi- 
tions the way we, as a society and as individuals, v/ill re- 
spond to the many health policy issues emerging during 
the next decade. 

45. How should health care be financed? 

This is another question at the heart of the current health 
care debate. To what extent ought we, as a nation, rely 
on private insurance? Social insurance? Welfare? What 
type of cost controls are needed? 

46. Should Americans have the right to employment 
as well as the responsibility to work? 

Individual and societal answers to this question affect the 
way many issues related to employment policy are 
viewed, including those concerned with unemployment 
insurance. 
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47» Have social insurance and public assistance 
policies eliminated poverty among disabled 
persons, elderly persons, and children? 

Background: Consider that in the early years of* the 
twentieth century, children were sometimes separated 
from their young widowed mothers (or sometimes from 
their widowed fathers) simply because they lacked the 
capacity for financial support. ''In 1913, in New York 
State alone, some 1000 children were committed to 
public institutions because their widowed mothers had 
become ill, usually due to overwork and worry (while 
almost 3000 others were placed in such institutions 
because their parents could not support them); many of 
the women were also institutionalized."^^ 

Consider also that 35 percent of elderly persons are 
estimated to have lived below the poverty line in 1959 as 
compared vAth 12.2 percent in 1987, or 3.5 million people. 

Long-term economic growth and the increased ade- 
quacy of Social Security benefits have played very signifi- 
cant roles in increasing the economic well-being of 
elderly persons, disabled Americans and their families, 
and the surviving children of deceased workers. Addi- 
tionally, the expansion of private pensions has helped 
some middle-income people maintain their standard of 
living in retirement or disability. Further, the existence of 



SSI, AFDC, food stamps, and Medicaid provides an 
important — although quite low—income guarantee as 
well as access to health care for many poor elderly, blind, 
and disabled persons and for many poor families with 
children. 

Issue Discussion: While much progress has been made, 
many elderly live just above the official poverty line, and 
the elderly population remains the adult group with the 
highest poverty rate. Moreover, poverty among certain 
groups of elderly is very high, with, for example, 20 per- 
cent of elderly women and 46 percent of elderly black 
women who live in female-headed households having 
below-poverly incomes in 1986 (see fig. 7.3). (Most of 
these are the only residents of their households,) Today, 
the single biggest threat to the economic well-being of 
most middle-income elderly persons is the cost that can 
accompany debilitating long-term illnesses that require 
extended care in the home or in a nursing home. Simi- 
larly, even with the many successes of the nation's 
economy and income security programs, an astounding 
20 percent of the nation's children under 18 today (23 
percent of children under 3) reside in families with below 
poverty-level incomes, and much remains to be done to 
protect the disabled. 



Figure 7.3— Percent of Elderly People Below the Poverty Level, by Selected Characteristics: 1986 




ALL PERSONS 65+ (12.4%) 

Did not work last year, 65+ (13.8%) 
Women, 65+ (15.2%) 

All persons, 85+ (17.G7o) 
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Widowed women, 65+ (21.0%) 
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Black women livirit< 
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&mrce: US. Bureau of the Census, *'Money Income and Poverty Status of Families and Persons in the United States, 1986;* Currrnt IhfnMmi 
Reports, Series P 60, no. 157 (Washington, U.C.; US. GPO, July 1987); unpublished data from the March 1987 C^urrent Popubtion Survey. 
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In short, despite the considerable progress that has 
been made, much could be done to prevent poverty and 
assist middle-income individuals and their families to 
maintain their standard of living in the face of risks con- 
fronting virtually every American. 

48. To what extent ought we, as a society, ensure 
income and health security for all Americans? 

Background: A sound economy is the front line of 
defense agaimt economic insecurity, providing employ- 
ment opportunity 2md the economic wherewithal to sup- 
port income and health care programs. Yet even when 
the economy is strong, many are shut out from adequate 
health care, satisfactory housing, and access to other 
needed services. And when the economy falters, 
economic insecurity is compounded. 

Issue Discussion: The issue concerns the extent to which 
government should intervene to ensure economic secu- 
rity to individuals and families. If the answer is that it 
should be entirely up to individuals and their families to 
protect themselves against economic insecurity and that 
the difficulty of many to do so at various times in their 
life is not a matter of public concern, the rationale for 
social insurance disappears. If, on the other hand, en- 
suring that families have at least minimally adequate in- 
comes and access to health care is viewed as an impor- 
tant social goal, the following questions arise: What is 
adequate? What mix of private savings, private in- 
surance, and public efforts will best help us reach this 
goal? To what extent ought we use government to meet 
this goal? What roles do welfare and social insurance 
programs play in achieving this goal? 
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Lesson Plan for Chapters 1 and 2 

THE SOCIAL INSURANCE APPROACH 
TO ECONOMIC SECURITY 

Overview: This lesson is designed to help students understand what social insurance 
is, why it has developed in industrialized societies, and how it works. Students will also 
learn how socia' insurance reinforces basic cultural values such as work, family stability, 
and financial independence. While later lessons will discuss in depth the specific social 
insurance programs and issues related to them, this first lesson provides the founda- 
tion on which students can build a more comprehensive understanding of the impor- 
tance of social insurance as a basic institution of contemporary life. 



Objectives: As a result of this lesson, students will be 
able to 

• explain what social insurance is; 

• explain how the growth of industry and business 
created a need for social insurance; 

• identify some major advantages of social insurance 
over other kinds of protection against risk; 

• distinguish between social insurance and welfare; 
and 

• exj 'ain hc)W important societal values are reinforced 
by social insurance. 

Estixnate'ii Time: One class period 

Advance Preparation: Make sufficient duplicate copies 
of handout M. B.ecommended background reading for 
the teacher is chapter 1, ''Introduction: Why Educate 
About Social Insurance,'' and chapter 2, ''Social Insur- 
ance in America: An Overview,*' in Social Security in the 
USA. 



GUIDELINES 

1 . Distribute copies of handout M, "What Is Social In- 
surance?" and allow students about ten minutes to 
read it before discussing the questions that follow. 
(Alternative: Assign the handout as homework prior 
to class with instructions to write answers to the ques- 
tions. This would allow more time for class 
discussion.) 

2 . Use the balance of time in the session to discuss the 
following questions: 

Question 1: Before the development of social insur- 
ance, how did people deal with financial crises such as 
loss of income or extraordinary expenses caused by loss 
of job, illness, disability, or death? 

Discussion: People had to depend on private re- 
sources (e.g., savings, the charity of family or friends) 
or accept public assistance (the "poorhouse' ' or welfare) 
provided at taxpayers' expense* 
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Question 2: How does insurance work, and how is 
social insurance different from private insurance? 

Discttssion: Insurance provides a gradual mean3 of 
paying for protection against emergencies or other costly 
events that may come in the future. Numerous people 
contributing to the system create lar/ reserves of money 
from which benefits are paid to individuals when emer- 
gencies (e.g., disability) or other situations being pro- 
tected against (e.g., retirement) arise. Private insurance 
companies are often but not always for-profit businesses. 
People pay premiums for policies covering various 
emergencies. Social insurance is operated on a nonprofit 
basis by government and financed primarily by taxes or 
* ^contributions' ' from employees and employers based 
on earnings. It is able to protect nearly the entire popula- 
tion that is vulnerable to a particular risk in a v\ ay that 
private insurance cannot. 

Question 3: How does social insurance differ from 
welfare (or public assistance)? 

Discussion: Welfare is provided as a right based on 
financial need to certain low- or no-income people at the 
expense of teixpayers. Social insurance programs are also 
government operated, but are financed primarily from 
deductions from workers' earnings matched by the 
contributions of their employers, which is why these 
benefits are considered earned rights. Welfare is a rne^ms 
for dealing with poverty. Social insurance is a means of 
preventing poverty. 

Qfiestian 4: How did the Industrial Revolution create 
a need for social insurance? 

Discussion: The development of a market economy 
based on industry and business brought greater risks to 
the financial security of workers and their families. 
Unemployment became a much greater risk to in- 
dividuals due to economic surges and declinen as well as 
to business failures and factory closings. Work-idated 
accidents and disabilities became more coiiimon. The 
value of savings was sometimes depleted by periods of 
inflation and rising prices. Mobility of workers and their 
families often meant separation from relatives and 
friends who might ha^/e helped in times of crisis. 



Qjuestion 5: What advantages does social insurance 
have over other means of meeting unexpected 
emergencies? 

Discussion: By protecting against identifiable risks, 
social insurance prevents people from becoming poor. 
Beneficiaries can take pride in knowing they and/or a 
family member have earned the help received. Workers 
of all income levels and their families have protection, in- 
cluding protection against many kinds of risks not 
covered or affordable ur ler private insurance plans. 

Question 6: How does social insurance support basic 
values considered important in our society? 

Discussion: Social insurance reinforces the value of 
work by rewarding people for their labor. It strengthens 
the ideal of equal opportunity by being available to peo- 
ple of all incomes. By preventing poverty, it contributes 
to family stability and to financial independence and 
dignity. 



EXTENDING ACTIVITIES 

) . Ask students to research how many Americans 
receive social insuranc benefits, who pays for them, 
and how much the various programs cost. Then ask 
them to compare spending on social insurance pro- 
grams with spending in other areas (e.g., national 
defense, education). Information sources might in- 
clude almanacs, the Stalisiical Abstract of the United States, 
and the offices of their senators or member of 
Congress. 

2 . In the classroom, ask students to identify the major 
risks to the economic security of individuals and 
fatnilies. How do individuals and families protect 
themselves against such risks? Should government 
help families protect themselves from such risks? 

3 . Ask student 55 to identify the major characteristics of 
social insurance programs. Discuss how these 
characterictics complement or conflict with widely 
held societal goal., such as reward lor work, self-help, 
mutual aid, family stability, poverty prevention, 
independence, and dignity. 
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Session 1, Handout 1-1 

WHAT IS SOCIAL INSURANCE? 



At some point during the course of their lives, 
^ most people and their families fare unexpected 
financial crises of one kind or another. The crises 
may take the forms of extraordinary expenses or loss 
of income due to such emergencies as accidents, 
serious illness, disability, unemployment, or death. 
Other events (e.g., retirement), if not properly 
planned for, might also cause financial crises. For 
many people the result is poverty or a greatly re- 
duced standard of living unless they own, or can 
acquire, the financial resources to get them through. 

Until modern times, workers and their families 
faced these unexpected situations in essentially two 
ways. Or^i was to make use of private resources such 
as savirgs or the help of relatives and friends. If this 
was no possible, those who became poor were sup- 
ported by public charity or welfare provided by the 
community. Often people did not receive any 
assistance. 

One way to prepare for emergencies before they 
happen is insurance. The way insurance works is 
very simple. Based on the assumption that emergen- 
cies will probably arise sooner or later, insurance 
provides a way for people to pay for protection 
gradually over a period of time and then receive help 
when a crisis comes. An example familiar to most 
people is automobile insurance. Even the most 
careful drivers know that an accident could happen 
to them and that the costs for demiages or injuries 
might be more than they could afford to pay. Thus, 
^ they take out an insurance policy. The premiums 
paHfor auto insurance by millions of car owners 
create vast reserves of money from which insurance 
companies can reimburse individual policyholders 
for costs of accidents when they occur. However, 
private insurance companies do not provide the 
kirids of insurance needed to protect people against 
all emergencies that might arise, and many people 
could not afford the cost of such insurance even if it 
were available. 

After the Industrial Revolution began in the mid- 
nineteenth century, governments gradually 
recognized the ne<^ for some system to protect work- 
ing people and their families from the new risks to 
financial security that came with the rapid growth 



of industry and business. The new approach that 
developed is known as social insurance. It is similar 
to private insurance, but it is operated by govern- 
ment. Social insurance provides far greater protec- 
tion than was available to working people of earlier 
times, and for millions of people it has meant tlic dif- 
ference between surviving a crisis or becoming poor 
and having to depend financially on others. 

In most cases, social insurance is paid for by con- 
tributions (or taxes) deducted from workers' 
paychecks and/or taxes paid by their employers. 
From the large reserves of money set aside from all 
the workers and employers paying into the system, 
government is able to provide benefits to individual 
people who need help without imposing new taxes 
on the general population. Thus, people escape pov- 
erty and get the help they need in a crisis without 
having to turn as much to their families, friends, or 
community. 

The development of social insurance was largely 
a direct result of the Industrial P /olution, which 
caused major changes in the way people earn their 
living and live out their lives. Even as late as the mid- 
nineteenth century, the vast majority of Americans 
were farmers or farm workers. As agriculture 
became more mechanized, fewer workers were 
needed on farms, and people moved from rural areas 
to the rapidly growing industrial towns and cities 
where jobs were available in manufacturing and 
business. Industrialization not only changed how 
people earned their living, but also changed where 
they lived, the conditions under which they worked, 
and many other things about their lives. 

One important change that came with a market 
economy based mainly on industry and business was 
that workei^ became subject to many risks that were 
not so characteristic of life on the farm. A market 
economy meant frequent periods of economic ex- 
pansion and decline, or *'boom'' and **bust.'' 
Workers and their families moved to wherever jobs 
were available and lived in rental housing where 
failure to pay the rent meant eviction. The danger 
of losing a job was a constant threat to security. 
When companies received large orders they hired 
more workers, only to lay them off when business 



83 90 



SOCIAL SECURITY IN THE USA 



Session 1, Handout 1-1 (continued) 

slowed down, If companies wv?n t out ox business, as 
they often did, all employees would lose their joba 
with litde or no warning. 

Unsafe working conditions were common in fac- 
tories and mines, and many workers were disabled 
or killed by accidents on the job. Usually little or no 
provision was made for surviving widows and 
children. Pensions were praccicaliy unknown, and 
wages were too low to allow imbstantial saving for 
retirement* Those who were able to save might Hnd 
the value of their savings vnped out during a depres- 
sion or a period of inflatioiji and rising prices. Thus, 
a person in old age who could no longer wcxk had 
to rely on relatives or friends, Eur the movemoiit 
from farms to cities, anu frequently from one loca- 
tion to another, often meant separation from thcvse 
relatives and friends who might have helped out in 
time of crisis. The only option s were public charity 
or welfare. For millions of people^ old age meant 
poverty and dependency on others, not a dignified 
retirement as most older people enjoy today thanlcs 
largely to the growth of social insurance. 

While private insurance mid other {>rivatfj ap- 
proaches to protecting against risk are desirable, 
social insurance often has many advantage?^ over 
other ways of meeting emergencies. First, the funds 
needed to meet a crisis arc dready availabk when 
the emergency arises. Second, people can take pride 



in the fact that they have earned J:hese benefits 
through their own labor. Third, it is affordable. 
Governments operate soc:i.al insurance programs 
without profit, and the amount a v/orkcr pays for 
protection is based on •earning'j (or ability to pay), 
supplemen>:ed by eitnployer comributions. In con- 
trast, private insurrAnre ii only available to those 
who can afford whatever pi «;raums are m. by the 
company for partacular kinds of protection. Thc^e 
premixirasarc based on the statistical likelihood of 
risk p\m — in tb^*; case of for-profit mmrance com- 
panies'--the profit ih<: company expects to nuike. 
Social Hrmirance makes protection asviilable to peo- 
ple wkh very lir/iitcd income whtie reinforcing 
niany values that an; gevjerally considered impor- 
tant by Mciety — for -e-xampk, wor k, equal oppor • 
tunity, indepcAndence^ aad stability of f;amily life. 

0\^er the past half-ceyjtury, nuuieirDus social in- 
surance programs, including Social Security, 
M'^'dicare, and unemplovment compensation, have 
httn establishfid by federal and state governn?.eut«. 
Social insurance is nov/ a basic institution of 
American life, wlikh each day rnearifl the difference 
betv/cen econornk security and jr^vverty hr rn!i(ior4.s 
of people of ^il ages. Wtihovit .wciaJ insurv-iAiie, vast 
n umbers of .Americans would noi have <hc Hvkih of 
indepen.denc<* axid dignity ihey now enjoy 
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Session 1, Handout M (continued) 

Q^estion8 for Discussion 

1 . Before the development of social insurance, how 
did people deal with financial crises such as loss 
of income or extraordinary expenses caused by 
loss of job, illness, disability or death? 

2 . How dcH:s insurance work, and how does social 
insurance differ from private insurance? 

3 . How does social insurance differ fimi welfare (or 
public assistance)? 

^ . How did the Industrial R evolution creaif. a need 
for sociaJ insurance? 



5< 



What advantages d^>?,*? sf>cial insxirance have over 
other ineans of meeting uiiexpected emerg^mcies? 

How d(j)es social insurance support basic values 
constdt^red important in our society? 



Useful Terms to Know 

Industrialization: The creation of industries that pro- 
duce goods in large quantities by machine rather 
than in small quantities in homes or small shops. 

Inflation: A period of rising prices when the purchas- 
ing power of the dollar is declining. 

Market economy: The type of economic system com- 
mon to many industrialized countries in which most 
decisions about the production and distribution of 
goods and services (and the distribution of incomes) 
are a result of the interaction of buyers and seUers in 
the various markets. In market economies, most 
people produce goods and services to be sold to 
others, rattier than to be used by themselves and their 
families. Money becomes the means of exchange 
through which people acquire from each other what 
they need rather than producing it for themselves. 

Pension: An amount of money paid regularly (usu- 
ally mont-hly) as a retirement or disability benefit. 

Vi^elfare: Government systems of financial support 
(sometimes r^led **public assistance'') for low- 
income people, praviding such basic needs as food, 
shelter, clothf.ng, and medical care at taxpayers' ex- 
pense. The right to a welfare benefit is based on 
financial need. 

Work Disability: A serious ongoing condition— such 
a? a crippling disease, blindness, or mental illness — 
that prevents or limits a person's ability to work* 
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Lesson Plan for Chapters 3 and 4 
SOCIAL INSURANCE COMES TO AMERICA 

Overview; This lesson reviews the historical background of social insurance in the 
United States following its prior development in Europe. The lesson traces the evolu- 
tion of social insurance from enactment of the first state workers' compensation law 
in 1911 (then called workmen's compensation) through the passage of the Social Security 
Act in 1935, the expansion of the Social Security system, and the development of other 
social insurance programs. Students wiU leam that there were special economic/social/ 
political conditions in America that both hindered and fostered development of social 
insurance, and they will leam how the democratic processes of advocacy and com- 
promise ultimately made it possible for socia insurance to become a basic institution 
of American society. 



Objectives: As a result of this lesson, students will be 
able to 

• understand why social insurance was slower to 
develop in the United States than in Europe; 

• appreciate the roles played by advocacy and com- 
promise in determining public policy; 

• explain how the Great Depression of the 1930s led 
to the enactment of Social Security; and 

• identify significant milestones and recognize rela- 
tionships of cause and effect in the historical 
development of social insurance. 

Estimated Time; Three class periods. 

Advance Preparation: Prepare sufficient copies of 
handouts 2-1, 2-2, and 2-3 for all students. Recom- 
mended background reading for the teacher is chapter 
3, ^The Beginnings of Social Insurance in America," 
and chapter 4, **The Development of Social Insurance 
Since 1935," in Social Security in the USA, 



GUIDELINES: SESSION ONE 

1 . Distribute copies of handout 2-1, * 'Origins of Social 
Insurance in the United States,' ' to all students and 
allow about fifteen minutes for reading. (Alternative: 
Assign the handout as homework prior to class with 
instructions to write answers to the questions. This 
would al jw more time for class discussion.) 

2 . Use the balance of time in the session to discuss the 
following questions: 

Option 1: What are two major reasons why social 
insurance did not begin to develop in the United States 
until many years after it had developed in Europe? 



Discussion: First, the Industrial Revolution, which 
created a special need for social insurance, did not begin 
in the United States until about a quarter-century after 
it began in Europe. (Discussion about this should refer 
back to the first lesson re: how the Industrial Revolution 
increased risks to workers and created a need for social 
insurance.) Second, unlike European coimtries, the 
United States did not have a strong central government 
capable of dealing with domestic issues on a national 
basis. 

Question 2: Were the first social insurance programs 
m the United States established by state governments or 
by the federal government? Why? 

Discwisiun: The first social insurance programs were 
the workers' compensation laws passed by states begin- 
nmg in 1911. The fact that state governments acted first 
is natural, given how our federal system of government 
worked at that time under the strict interpretation of the 
Constitution by the courts with a strong emphasis on the 
concept of ''states' rights." (Unless students have 
recently studied the U.S. Constitution and the federal 
system of government, the teacher may need to take some 
time to elaborate beyond the brief attention given in the 
handout.) 

Question 3: What kind of protection do workers' 
compensation laws provide to workers and their families? 

Discussion: In the event of any job- related accident 
or illness, workers may be entitled to partial reimburse- 
ment of lost wages and medical expenses. 

Question 4: Why did many businesses eventually 
support the passage of workers' compensation laws? 
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Discussion: When cases had to be individually decided 
in courts, legal costs to both employee and employer 
could be very high. Because courts sometimes awarded 
substantial payments to injured workers who sued their 
emplo/ers for damages, companies began to realize that 
an insurance system would protect their fmancial inter- 
ests as well as the interests of their employees. With com- 
pensation for workers guaranteed under an insurance 
system, there was less likelihood of law suits and less risk 
that an employer would have to pay heavy legal expenses 
and judgments for damages. 



GUIDELINES: SESSION TWO 

1. Distribute copies of handout 2-2, 'The Great 
Depression,' ' and allow students about ten minutes 
to read it. (Alternative: Assign the handout as home- 
work prior to class with instructions to write answers 
to the questions. This would allow more time for class 
discussion.) 

2 . Use the balance of time to discuss the following ques- 
tions. (Note that some of these questions call for opin- 
ions and may be answered in dilTerent ways, whereas 
questions on prior handouts were basically designed 
to check reading comprehension. During the course 
of discussion, take time to ensure that students 
understand economic terms that may be unfamiliar 
to them — e.g., currency, stocks, bonds, bankrupt, 
depression, deflation, foreclosure.) 

Qfiestion 1: How did the growth of the Industrial 
Revolution depend on a belief in progress? 

Discussion: Industrialization automatically involved 
the use of science and technology to develop better and 
more efficient ways of producing goods, as well as to 
create new products for people to buy. Change was 
regarded as not only necessary but beneficial. 

Qyestion 2: Is the idea of progress still an important 
force in American life today? What examples can you 
think of that would illustrate this? 

Discussion: Students should have no difficulty recog- 
nizing our continuing faith in science and technology as 
applied to everything from the design of automobiles and 
appliances to the exploration of outer space. However, 
they might also point to some of the problems that 
accompany this in terms of environmental pollution, the 
threat of nuclear war, etc. Thus, students^ views of prog- 
ress'* may be mixed. Discussion might include considera- 
tion of ottier areas in which progress is sought, such as 
human rights, education, health care, etc. Talking about 



these areas might set the stage for consideration of ques- 
tion 3 dealing with social insurance as a way of achiev- 
ing puiposes more directly related to quality of life. 

Question 3: Do you think the idea of social insurance 
ties in well with the idea of progress? Why? 

Discussion: Consideration of this question provides 
an opportunity to review the concept of social insurance 
as a way of protecting people from various risks to their 
financial security, helping them avoid poverty, and im- 
proving the quality of their lives. Discussion should in- 
clude benefits not only to individuals and their families 
but also to society as a whole. 

Qfiestion 4: How did the Great Depression of the 
1930s, as described by Nelson Manfred Blake, demon- 
strate the great risks linancied security that workers 
faced after the Industrial Revolution? 

Discussion: Among the risks described in the reading 
are unemployment, loss of homes/property/savings, loss 
of social support networks of family and friends, and 
dependence on charity or welfare. 

Question 5: In your view, would the Great Depres- 
sion hinder or promote the growth of social insurance? 
Why? 

Discussion: Answers may vary considerably. If 
students understand that social insurance prot<2cts 
against crises that may arise in the future, they may point 
out that during bad times people would be more con- 
cerned about immediate help than they would be with 
what the future might hold. They might say that, with 
their faith in progress shattered, people would not be in- 
clined to trust social insurance as a way of resolving the 
problems created by industrialization. On the other 
hand, some students might recognize that the failure of 
the economy might make people more aware of the need 
for reform and more supportive of new approaches to 
dealing with social and economic issues. They might also 
recognize that, in times of crisis, people tend to look 
toward the government to solve problems that they can- 
not handle alone. This discussion should lay the ground- 
work for the next session, in which students will learn 
about the batde or enactment of Social Security and the 
expansion of social insurance nationally. 

Question fJ: If social insurance programs (such as 
those you Iturned about in session one) had been 
established before 1930, do you think they might have 
lessened the effects of the Great Depression on workers 
and their families? 
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Dtscussion: Again, students' responses may vary, and 
there may be no **correct'' answer to the question. A 
well-developed social insurance system would certainly 
not have prevented the Great Depression. However, the 
extent to which fear intensified the crisis might have been 
diminished if people knew that help would be provided 
through social insurance benefits already paid for by past 
employment. While the depression was under way, hav- 
ing unemployment compensation and other benefits 
would certainly have been of immense help to the pride 
and pocketbooks of workers and their families. 



GUIDELINES: SESSION THREE 

1 . Distribute to all students handout 2-3: ^*One Thing 
Leads to Another,' ' and have them individually com- 
plete the worksheet without referring to prior hand- 
outs or to any notes they may have taken in class. 

2 . When students have finished, use the balance of time 
to give them the correct sequence of events with 
students taking part in the discussion of why things 
happened in the order they did and how each event 
is connected to the rise of social insurance. 

First Event: The Industrial Revolution begins in 
Europe, 

Disctission: The Industrial Revolution began in 
Europe around the late eighteenth and early nineteenth 
centuries. It posed great economic risks to workers and 
their families, thus giving rise to the need for social in- 
surance. Social insurance first began in Europe in the late 
nineteenth century. 

Second Event: The Industrial Revolution beginr in 
the United States. 

Discussion: The Industrial Revolution in the United 
States began about a quarter-century after it began in 
Europe, and it soon created conditions in this country 
that eventually led to the development of social insurance 
in America. 

Third Event: The first state workers' compensation 
law is enacted. 

Discussion: The mechanization of industry in the 
United States led to frequent on-the-job accidents, 
creating a need for workers' compensation. Because the 
United States lacked a strong central government like 
those in Europe, the fmst use of the social insurance con- 
cept here was by state governments, beginning with 



W isconsin's passage of the first workers' compensation 
law in 1911. 

Fourth Event: Th^ Or^at Depression begins in the 
United States. 

Discussion: After a centuiy of more or less continu- 
ous growth as an industrial nation, the United States was 
caught up in the depression that began in postwar 
Europe in the 1920s and then spread to America. The 
massive crisis affecting people of all classes led to a grow- 
ing interest in social insurance as one means of prevent- 
ing poverty in the future. 

Fifth Event: Franklin D. Roosevelt becomes presi- 
dent of the United States. 

Discussion: Roosevelt became president in 1933, after 
a campaign promising a **New Deal' ' for the American 
people that would restore prosperity and put people back 
to work. The enactment of social insurance became a 
major part of the New Deal. 

Sixth Event: Congress passes the Social Security Act. 

Discussion: Following some controversy and debate, 
the Social Security Act was passed in 1935, establishing 
Old-Age Insurance (Social Security). This became the 
nation's largest and most popular social insurance pro- 
gram. The Social Security Act also established unem- 
ployment insurance and three welfai e programs — Aid 
to Dependent Children (now called Aid to Families with 
Dependent Children), Aid to the Blind, and Old Age 
Assistance. The latter two programs were later incor- 
porated into Supplemental Security Income (SSI). 

Seventh Event: Disability insurance is enacted by 
Congress. 

Discussion: The success of Social Security encour- 
aged further uses of a social insurance approach that 
would address such problems as unemployment, dis- 
ability, and health care. Disability insurance was enacted 
in 1956. 

Eighth Event: The Medicare program begins. 

Discussion: The passage of Medicare in 1965 was one 
major accomplishment among the many **Great Soci- 
ety" programs of President Lyndon Johrison in his **war 
against poverty." Administered initially by the Social 
Security Administration and now by the Health Care 
Financing Administration, Medicare, along with Social 
Security, plays a major role in protecting the financial 
security of millions of retired people. 
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EXTENDING ACTIVITIES 

Invite some retirees to class to be interviewed in small 
groups or as a panel Have students prepare in 
advana some questions they would like to have 
answered that relate to their guests^ personal expe- 
riences with social insurance. 

Ask students to go to their local libraries and find 
three articles about the Social Security Act, which 
was signed into law on 14 August 1935. Using the 
information provided in these articles, they should 
try to identify the programs that were enacted and 
discuss which organizations and political leaders 
favored (oi opposed) the new law j ,nd why. The pur- 
pose of this activity is to provide background on the 
controversy over the enactment of Social Security, 
making use of some documentary material from the 



period illustrating the debate. Students could be 
asked to develop this as a role-playing activity in 
which they would reconstruct a debate that might 
have taken place in 1935. 

3 . Ask students to interview three elderly persons who 
were at least 20 years old when the Social Security 
Act was passed. Do any of them have stories about 
poorhouses or about relatives who simply could not 
support themselves? What did they think of 
unemployment insurance. Social Security, and 
public assistance programs back then? How have 
these programs changed the everyday lives of 
Americans? At the time of its passage, was the Social 
Security Act considered an important achievement 
of the New Deal? Was there concern that it would be 
declared unconstitutional? 
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Session 2, Handout 2-1 

ORIGINS OF SOCIAL INSURANCE 
IN THE UNITED STATES 



Americans did not invent the idea of social insur- 
ance. The first large-scale social insurance programs 
were developed in Germany in the 1880s and then 
spread to England and other European countries. It 
was not until 1911 that the first social insurance law 
that met the test of constitutionality was passed in 
any state of the United States, and it was not until 
1935 that a major federal social insurance program 
was established by enactment of the Social Security 
Act. There were two major reasons why the United 
States was slow to adopt the concept of social 
insurance* 

The first reason is that the Industrial Revolution, 
V/hich created the need for social insurance, started 
later m the United States than it did in Europe. 
England's industrialization began about a quarter- 
century before America's first textile factories began 
to operate in Rhode Island and Massachusetts. But 
the growth of manufacturing was rapid in the United 
States, and by the end of the century the United 
States, along with England and Germany, led the 
world in industrial production. By 1914, when Worid 
War I began, the United States was producing more 
industrial goods than Germany and England 
combined. 

A more important factor hindering American 
development of social insurance was that the federal 
system of government in the United States, unlike 
the strongly centralized governments in Europe, 
placed great limitations on what the p**esident and 
Congress could do. The U.S. Constitution specifi- 
cally provides only certain powers to the national 
government, such as the power to coin money, to 
provide for the national defense, and to regulate 
commerce between the states and with foreign coun- 
tries. All other powers are reserved to che states, or 
at least they were until the courts began reinter- 
preting the Constitution in ways that increased the 
power of the federal government. Thus, it is not sur- 
prising that the first social insurance systems in the 
United States were created by individual state 
governments, not by the national government in 
Washington, 



The first social insurance systems in the United 
States were state workers' compensation laws (then 
called workmen's comf)ensation), which began with 
passage of a law in the state of Wisconsin in 1911. 
Within two years, twenty-one states had passed such 
laws, and by 1948 every state in the Union had a 
workers' compensation system. The details of the 
system varied from state to state and still do today, 
but all states provide some measure of protection for 
workers who are injured or disabled on the job. One 
reason why this kind of social insurance system was 
adopted first is that the growin^j problem of work- 
related injuries was of financial concern to both 
workers and their employers. It was an issue on 
which both could advocate for government action. 

One risk that greatly increased with the Industrial 
Revolution was the threat of unemployment and 
high medical costs as a result of work-related injuries. 
In the early days of industrialization, there was lit- 
tle regulation of safety conditions in factories and 
mines. Machinery was designed mainly for max- 
imum production, not for safety, and accidents were 
common. No laws provided automatic protection for 
workers and their families if an accident caused the 
disability or death of a wage earner. 

When an accident happened and the employer 
was unwilling to provide* adequate compensation, 
the worker's only option was to sue the company Of 
course, many workers were unable to pay the legal 
expenses of a civil su't against their employer, 
especially when it was likely they would lose the case. 
If workers did go to court, it was up to them to prove 
that the employer was at fault; the company did not 
have to prove that its machinery or working condi- 
tions were safe. Usually, the courts took the side of 
the employer, but not always. When a worker was 
able to prove the fault of the employer, the company 
sometimes had to pay a substantial amount in 
damages. Courts often took a long time to settle cases 
involving job-related injuries, and, win or lose, the 
legal costs of settling suits on a case-by-case basis in 
the courts was expensive for employers as well as for 
the person suing. Thus, employers began to see the 
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Session 2, Handout 2-1 (continued) 

advantages of having a system that would protect 
them in such circumstances, and many businesses 
eventually joined with workers in demanding that 
government do something. 
The important point is that, beginning in 1911, the 



passage of woi'kers* compensation laws meant that 
the concept of social insurance liad gained a foothold 
in America. From this point on, social insurance 
continued to v volvc and grow until it became a basic 
injititution of American life. 



Questions for Discus.sion 

1 . What are two major reasons why social insur- 
ance did not begin to develop in the United 
States until many years after it had developed in 
Europe? 

2 . Were the first social insurance programs in the 

United States established by state governments 
or by the federal government? Why? 

3 . What kind of protection do workei^' compensa- 

tion laws provide to workers and their families? 

4 . Why did many businesses eventually support the 
passage of workers' compensation laws? 



Useful Terms to Know 

Advocate: To take a strong position in favor of some- 
thing and work towaixl achieving that goal. 

Compensation: Money paid to make up for (or partly 
make up for) something, such as lost income, 
damage to property, loss of health, etc. 

Federal system: A system of government in which the 
power to govern is divided between a national, or 
central, government (such as the U.S. government 
in Washington, D.C.) and regional governments 
(such as the fifty state governments of the United 
States), 
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Session 2, Handout 2-2 

THE GREAT DEPRESSION 



One of the driving forces behind the Industrial 
Revolution was the belief in progress. Until the nine- 
teenth century, the economies of Western civilization 
(Europe and America) were still based largely on 
farming. Change came slowly compared with what 
happened after industrialization began, and gener- 
ally people expected tomorrow to be pretty much like 
today. But gradually, as science and technology 
created new inventions and methods, the idea of 
progress took hold. Europeans and Americans alike 
became committed to the idea of making tomorrow 
better than today — of finding better, more efficient 
ways of doing things and of solving age-old problems 
tliat had plagued mankind for centuries. 

During the nineteenth and early twentieth cen- 
turies, nowhere was the faith in progress stronger 
than in America, a vast ''new world'' teeming with 
natural resources, where new ideas could be tested. 
Although there were miUions of poor peojJe who had 
little share in the nation's growing prosperity, no one 
had to look very far for evidence that the country as 
a whole was making progress. Agriculture was 
becoming mechanized, business and industry were 
growing, pioneers were settling in the West, new 
states were being added to the Union, railroads were 
criss-crossing the country, and the rapidly growing 
output of America's factories and farms was mak- 
ing the country one of the leaders in world trade. 

World War I and the postwar era created a tre- 
mendous demand in Europe for American products 
as well as for American loans to help finance the costs 
of the war and reconstruction. During the 1920s the 
U.S. economy was booming. Unemployment was 
down, wages were up, and American workers had 
more money to spend. Increased purchasing power 
meant even more orders for factory goods and even 
more jobs for workers. Many people for the first time 
acquired such luxuries as radios, automobiles, and 
even their own homes, often borrowing money from 
the banks, which s^crc generally quite willing to pro- 
vide credit. Faith in the future of American business 
was never higher, and the stock market spiraled up- 
ward year after year. As a result, believing that they 
couldn't lose, many ordinary working-class people 
began to in^'est in stocks, which could be purchased 



with alow down payment. Fanners mortgaged their 
farms to banks in order to buy expensive new equip- 
ment and increase production. ''Buy now, pay later" 
seemed to be the universal motto for individu£ils, 
businesses, and even nations. 

B jt the belief that progress was unstoppable soon 
received a shattering blow. While America was 
booming, European countries, having borrowed 
heavily to finance the war and reconstruction, began 
to slump into a severe depression. Country after 
country found it could not meet payments on its 
debts, much of which was owed to the United States. 
Banks and businesses failed, people were thrown out 
of v/crk, and the value of money rapidly declined. 
As world currencies fell in value, debts went unpaid, 
the demand for American products dropped, and 
the economic crisis spread to the United States. Fear 
of what was coming played a major part in the stock 
market crash of 1929. Many who had invested in 
stocks and bonds went bankrupt, factories closed, 
banks collapsed, and millions of workers found 
themselves unemployed. By the early 1930s, the 
Great Depression was well underway. It was not the 
first depression the United States had experienced, 
but the fact that the crisis was so far-reaching and 
lasted so long caused many people to become 
discouraged with the idea of progress. 

Historian Nelson Manfred Blake gives some idea 
of how hard the depression hit the American people: 

Thus was the country caughl in i downward 
spiral of deflation [declining value of money]. 
Reduced wages meant reduced purchasing 
power, and reduced purchasing power meant 
more factory shutdowns and unemployment. 
Particularly serious was the plight of debtors. 
Monthly payments that seemed reasonable in 
1929 were impossible to meet two years later. 
Automobiles and fiimiture had to be reclaimed 
by finance companies, and banks . . .began to 
go under in alarming numbers: 1,326 closed 
their doors in 1930, 2,294 in 1931, and 1,456 in 
1932. Frightened depositors began to withdraw 
and hoard their money, adding to the banks' 
difficulties. 
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Session 2, Handout 2-2 (continued) 

The most pitiable victims of the depression 
were the unemployed. Although no accurate 
government statistics were compiled, unofficial 
estimates placed the jobless at ten million or 
more in 1932 and as high as fifteen million in 
the spring of 1933. Men without work suffered 
a serious deterioration of morale. They saw 
their savings disappear; they cashed in their in- 
surance policies; they gave up their flats [apart- 
ments] and moved in with relatives a^d 
friends. Searching hopelessly for jobs by day, 
tossing restlessly by night, they often became 
victims of what social workers described as 
unemployment shock." 

Sometimes unemployment dissolved all ties 
between a man and his family and community. 
Homeless wanderers took to the road. Unv;cl- 
come visitors in one community, they would be 
given temporary food and shelter and hurried 
on to the next. Railroad men reported that 
although their usual policy h?H been to remove 
transients from freight trains, the number 
became so great in 1932 that it was impossible 
to carry the policy out. There were an estimated 

Questions for Discussion 

1 . How did the growth of the Industrial Revolution 
depend on a belief in progress? 

2 . Is the idea of progress still an important force in 
American life today? What examples can you 
think of that would illustrate this? 

3 . Do you think the idea of social insurance ties in 
well with the idea of progress? Why? 

4 . How did the Great Depression of the J930s, as 
described by Nelson Manfred Blake, demon- 
strate the great risks to financial security that 
workers faced after the Industrial Revolution? 

5 . In your view, would the Great Depression hinder 
or promote the growth of social insurance? Why? 

6 . If social insurance programs (such as those you 
learned about in lesson one) had been established 
before 1930, do you think they might have less- 
ened the effects of the Great Depression on 
workers and their families? 



1,500 homeless men passing through Kansas 
City each day; 45,000 were said to have passed 
through El Paso in six months. Particularly 
shocking was the report that 200,000 homeless 
childi-en werc wandering through the country." 

This was the situation into which Franklin D. 
Roosevelt was elected president of the United States, 
promising he would provide a **New Deal" for the 
American people. Across the country people were 
afraid, but in his inauguration address on 4 March 
1933, Roosevelt told them: *The only thing we have 
to fear is fear itself," He said he would ask Congress 
for broad executive powers to deal with the emer- 
gency, the same kind of powers they might give a 
president if the nation were invaded by a foreign 
power; and he promised to use that power to restore 
prosperity and put the nation back to work. At that 
time, not even Roosevelt realized how important a 
role social insurance would play in carrying out his 
promise of a new deal for the American people. 



* Nelson Manfred Blake, A Short History of Armrican Life (New 
York: McGraw-Hill, 1952), p. 586. 

Useful Terms to Know 

Depression: A serious economic decline during which 
fewer goods and services are produced and sold, 
causing widespread unemployment and hardship. 
(A mild depression is called a recession.) 

Mechanization: The use of machinery to do things 
that were formerly done by hand with the use of sim- 
ple tools. 

Purchasing power: The ability to buy goods and ser- 
vices, which changes according to how much people 
have to spend and how much things cost. 

Stock: Modern corporations are typically owned by 
thousands of people who invest money by buying 
shares of stock or, in other words, shares ot owner- 
ship in the company. 

Stock market: An institution through which investors 
buy and sell stock, hoping to make as much profit 
as they can with the money they have to invest. 
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ONE THING LEADS TO ANOTHER 

Below are eight events related to the development of social insurance. Without 
referring to your notes or to any other materials you have been given, try to number 
these events in the order in which they happened. In the spaces provided, write * * T ' 
for the first event, **2" for the second event, etc. 

Congress passes the Social Security Act. 

Disability insurance is enacted by Congress. 

The first state workers' compensation law (then called 

workmen's compensation) is enacted. 

The Industrial Revolution begins in Europe. 

Franklin D. Roosevelt becomes president of the 

United States. 

The Medicare program begins. 

The Great Depression begins in the United States, 

The Industrial Revolution begins in the United States. 
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Lesson Plan for Chapters 5 and 6 
HOW SOCIAL INSURANCE WORKS 

Overview: Having learned about the background and development of social insur- 
ance in the United States, students will now learn some of the **nuts and bolts' ' of social 
insurance, such as how programs are financed, who receives benefits, how benefits are 
determined, etc. Activities in this lesson illustrate how Social Security and other major 
social insurance programs work and what types of benefits are provided. From these 
activities students will better understand how social insurance has evolved as a critical 
force in contemporary life with benefits for the whole society as well as for those who 
are direct beneficiaries. 



Objectives: As a result of this lesson, students will be 
able to 

• explain how Social Security is financed, who is enti- 
tled to benefits, and how benefits are determined; 

• describe the basic protections provided by other 
major social insurance programs; and 

• specify several ways in which, besides serving their 
direct beneficiaries, social insurance programs 
benefit society as a whole. 

Estimated Time: Two class periods. 

Advance Preparation: Prepare sufficient copies of 
handouts 3-1, 3-?, and 3-3 for all students. Recom- 
mended background reading for the teacher is chapter 
5, ''Social Security Explained," and chapter 6, 
''Medicare and Other Programs Explained," in Social 
Security in the USA. 



GUIDELINES: SESSION ONE 

1. Distribute copies of handout 3-1, "What Do You 
Know About Social Security?" Give students a few 
minutes to complete the quiz based on what they 
know (or believe to be true) before studying details 
of the Social Security system. (Emphasize that they 
should place their answers in the blanks to the left of 
the statements and not be concerned about the right- 
hand column of blanks for now.) 

2 . When students have completed the quiz, distribute 
copies of handout 3-2, "How Social Security 
Works." Give students about twenty minutes to read 
the material and change any answers they initially 
gave on the quiz that they now find to be incorrect. 
Have them leave their original answers in the blanks 
to the left and place any corrected answers in the 
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blanks to the right of the statements. Tell them to put 
a question mark in the blank to the right of any state- 
ment they cannot answer for certain. 

3. When all students have finished, reveal to them that 
all the statements are false. Have them score their own 
quizzes according to their first answers and again ac- 
cording to their revised answers. (You may prefer to 
score the quizzes yourself or to have students ex- 
change papers for scoring.) 

4. Use the remaining time to discuss any questions 
students had difficulty answering correcdy. 



GUIDELINES: SESSION TWO 

1. Distribute copies of handout 3-3, "How Social Insur- 
ance Progi ams Help," and give students about twenty 
minutes to individually complete the assignment of 
matching programs with specific problems faced by 
people. (Alternative; Divide the class into small 
groups with each group completing the assignment 
together.) 

2. Have individual students (or groups) share their 
answers to the assignment and resolve any diffierences. 
Correct answers are as follows: 

Problem 1: Unemployment insurance (or unemploy- 
ment compensation) 

Discussion: Since Mark Gibson was involuntarily 
unemployed, he may be eligible for partial replacement 
of wages for up to six months (longer in a few states) while 
searching for new employment. Since each state has its 
own program, amounts of compensation and duration 
of payment vary. 
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Problem H: Workers' compensation 

Discussion: Since Rachel Knauer's injury and 
disability are the result of an accident on the job, she may 
be eligible for medical benefits as well as for partial 
replacement of wages. As with unemployment insurance, 
the amount of wage replacement will vary from state to 
state. 

Problem 3: Social Security 

Discussion: Bemie Hall's family would be protected 
by survivors benefits under Social Security. Monthly 
benefits would generally be paid for the support of the 
children until they reach age 18. 

Problem 4: Public employee retirement systems 
(specifically the federal Civil Service Retirement System) 

Discussion: As a longtime federal government 
employee in the U.S. Postal Service, Harry Franklin is 
eligible to retire and receive a monthly federal civil ser- 
vice pension for the rest of his life. If he died, Ethel would 
receive survivors benefits for the rest of her life, although 
at a lower monthly amount. 

Problem 5: Medicare 

Discussion: Since Jenny O'Tbole is receiving benefits 
from Social Security, she is automatically eligible for 
Medicare, which would pay a major part of her medical 
treatment expenses. 



EXTENDING ACTIVITIES 

1 , Ask students to identify four people — at least one 
should be a relative and one should not be elderly — 
who currently receive or have received Social Se- 
curity benefits. Have them inquire as to why the re- 
cipients are receiving benefits, when they began 
receiving benefits, and what type of benefits are be- 
ing provided. How important are (were) these 
benefits to these people and their families? What 
would they do (have done) without these benefits? 



2. Work with students to develop a survey about Social 
Security. Include qxxti tions about whether the inter- 
viewee or members of the interviewee's families have 
ever received benefits, whether the benefits are (were) 
adequate, whether they support or oppose the pro- 
gram, what they would like to see chemged, what their 
ages are, etc. Then have each student survey 
themselves and four other people. Compile the 
results. (This could be done as part of a computer 
exercise although it is possible to tabulate results 
without the aid of a computer.) The results of the 
survey can serve as the basis for classroom 
discussions. 

3 . Ask students to discuss whether programs such as 
Social Security and Medicare only benefit elderly 
persons (see discussion questions 4-8 in chap. 7). 

4 . One session could take the form of an activity with 
worksheets on which students would compute Social 
Security benefits for hypothetical, but realistic, cases 
of people applying for benefits. In the process they 
would learn how eligibility and benefits are deter- 
mined, and how people typically receive more out 
of Social Security than they pay into the system. 
Development of the activity might draw on irxforma- 
tion provided in a free pamphlet published by the 
Social Security Administration entitled Estimating 
Your Social Security Retirement Check Using the 
Indexing Method." 

5. Invite several people to class — perhaps a local 
business leader, a union representative, a social 
worker, and a senior citizen active in an eld\.r- 
advocacy organization. Have the students prepare 
a set of questions for the panel about the value and 
cost of social insurance programs as well as about 
current social insurance issues. 

6 . Invite a representative from the unemployme .it in- 
surance office, Social Security office, or workers' 
compensation office to discuss the kinds of situations 
that result in people receiving benefits. Ask them to 
bring applications for these programs, and involve 
students in playing the role of people who are apply- 
ing for benefits. 
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Session 3, Handout 3-1 

WHAT DO YOU KNOW ABOUT SOCIAL SECURITY? 

In the blank to the left of each statement, clearly write *'T" if you think the state- 
ment is true or ' if you think the statement is false. Please do not write in the blanks 
to the right of the statements until you are told to do so. 



1. Social Security is a program of government welfare that 
primarily helps people who are poor. 



2. Only people who are old collect Social Security benefits. 



3. Most people will probably never get as much out of Social 
Security as they pay into it. 



4. The cost of Social Security is borne entirely by the workers 
who pay into the system. 



5. The high cost of Social Security is one of the main causes of 
the growing national debt. 



6. Workers may clxoose not to be covered by Soc ; il Security 
and buy private insurance instead. 



7. Social Security only benefits those people who actually 
receive Social Security checks. 



8. In spite of Social Security, the percentage of poor elderly 
people in the United States continues to rise. 



9. A high percentage of the money collected for Social Security 
is spent to run the system, thus reducing the amount paid in 
benefits to people. 



10. Unless Social Security taxes are sharply increased or benefits 
decreased, the Social Security system may soon go bankrupt. 



ERIC 



97 



SOCIAL SECURITY IN THE USA 



Session 3, Handout 3-2 

HOW SOCIAL SECURITY WORKS 



In January 1940, 65-year-old Ida Fuller of Ver- 
mont received a historic piece of mail — the first 
Social Security monthly benefit check ever issued to 
any American citizen. Although her check v^as only 
for the amount of $22.54, this v^as v^orth a great deal 
more in 1940 dollars than it would be today. Each 
month fcT the next 35 years, Ida Fuller could count 
on her monthly Social Security check until she died 
at the age of 100. Her total benefits over the last 
quarter-century of her life amounted to about 
$20,900. No one can say v^hat Ida Fuller's retire- 
ment years would have been like without the support 
of Social Security. Certainly she could not have lived 
so well if she had had to depend only on what she was 
able to set aside over the yeai'S from her modest 
salary as a bookkeeper. Ida Fuller, like millions of 
retirees since 1940, could take pride in the fact that, 
by her own labor, she had earned her Social Security 
benefits. She did not have to rely on the charity of 
family and friends or on government welfare 
programs. 

Today, Social Security benefits make up about 38 
percent of the total income of elderly people in the 
United States. However, Social Security is not just 
for old people. Besides the 26.8 million American 
retirees and spouses who received monthly benefits 
in September 1988, there were about 11.7 million 
others who depended on Social Security for a ma- 
jor part of their livelihood. Among them were many 
people who were disabled, their dependents, and the 
survivors of workers who died. Included also were 
about 2.6 million children under 18, about 72,000 
children aged 18 to 19 who are elementary or second- 
ary school students, and about 564,000 disabled 
adults who are the children of deceased, disabled, or 
retired workers. Thus, Social Security has come to 
be one of the major forces in American society for 
keeping families stable and preventing them from 
falling into the trap of poverty. This is because, since 
1935, Congress has frequently amended Social 
Security to expand benefits and to include many 
categories of people who were not covered when 
Social Security was first enacted in 1935. 

Below are some questions and answers that will 
help you understand how Social Security operates 



and how it has changed over the half-century since 
it began. 

1, Who was originally protected by Social Secu- 
rity, and who is covered by the program now? 

When first established in 1935, Social Security was 
set up to protect workers in commerce and industry. 
Among the many people not covered under Social 
Security were farm workers; employees of nonprofit 
charitable, educational, and religious organizations; 
domestic sei'vants; federal employees; members of 
the military; and people who owned their own small 
businesses. For various reasons, sunong which was 
the growing popularity of Social Security with 
voters. Congress has gradually brought more 
categories of people under the umbrella of Social 
Security. Tbday, about 95 percent of all workers in 
the United States pay into Social Security, and they 
and their families are protected against specified 
losses of income due to retirement, disability, or 
death. Because it is a national program operated by 
the government, workers do not lose their protection 
when they change employers, as often happens 
under private retirement plans when people change 
jobs. 

2. Who pays for Social Security, and how much 
does it cost? 

Social Security, unlike welfare (also called public 
assistance), is completely self-supporting. Workers 
and their employers share the cost of Social Security, 
paying equal amounts based on earnings. Under the 
Federal Insurance Contributions Act (FICA), 
payroll tax contributions are deducted regularly 
from each worker's pay, currently at the rate of 7.51 
percent (6.06 percent for Social Security and 1.45 
percent for Medicare's Hospital Insurance Trust 
Fund) of what they earn up to maximum earnings 
of $i8,000 in 1989. For the average earner in 1988, 
this amounted to about $1,398 per year, based on an- 
nual earnings of $18,611. The highest amount, 
$3,379.50, was paid by those makin.^ $45,000 or 
more per year. Thus, those who earn the most, pay 
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Session 3, Handout 3-2 (continued) 

the most, and are generally entitled to somewhat 
higher benefits when they retire. Employers report 
to the Internal Revenue Service the amounts 
deducted from their employees' pay, along with their 
own matching contributions. (In 1990 the rate of tax- 
ation will increase slightly to 7.65 percent and re- 
main at that level thereafter. The maximum taxable 
earnings are adjusted each year to account for infla- 
tion.) People who are self-employed and covered by 
Social Security are under the Self-Employment 
Contributions Act (3ECA) and pay essentially the 
same rate as the combined payments of employers 
ajid employees under PICA. 

3. What happens to the tax contributions paid for 
Social Security? 

The Social Security Administration keeps records 
of the earnings of each individual in jobs covered 
under Social Security, since this will affect the 
amount of future benefits to be received. But the 
taxes received do not go into individual accounts 
under each person's name or Social Security 
number Rather, the revenues received under PICA 
and SECA are deposited into trust funds. One is the 
Old-Age and Survivors Insurance Trust Fund, from 
which benefits are paid to retired workers or, in the 
event of death, to survivors of workers or retirees. 
Another is the Disability Insurance Trust Fund, 
from which benefits are paid to those who are dis 
abled and unable to work and to certain family 
members. (About 20 percent of payroll tax contribu- 
tions go into Medicare's Hospital Insurance TVust 
Fund, to be explained later.) Most of the trust fund 
receipts are used to pay benefits during the course 
of the year to current retired, disabled, and surviv- 
ing beneficiaries and their dependents. The re- 
mainder is invested in government bonds and earns 
interest for the trust funds. The financing of Social 
Security and Medicare is ensured by the taxing 
authority of government and by what is often called 
the intergenerational contract; that is, present gen- 
erations of workers are seen as paying taxes to sup- 
port current beneficiaries with the understanding 
that the same will be done for them when their turn 
comes. While specific provisions of Social Security 
may change, the contributory aspects of Sociad 



Security reinforce the political necessity for govern- 
ment to maintain the continuity of Social Security 
and major benefits. 

4. Who are the beneficiaries of Social Security, 
and how do they qualify for benefits? 

The largest program of Social Security is the Old- 
Age and Survivors Insurance (OASI) program, 
which provides benefits to retirees, their spouses, and 
certain dependents of retired or deceased workers. 
Currendy, covered workers are eligible to receive full 
benefits at age 65, but they can retire as early as age 
62 with lower monthly benefits or after age 65 with 
higher benefits. In the event of death, survivors 
benefits are paid to a covered worker's or retiree's 
spouse (if caring for a child under age 16, if over ^ge 
60, or occasionally under other circumstances), to 
dependent children under age 18, and, in some 
cases, to disabled adult children, dependent aged 
parents, and dependent grandchildren. Under the 
disability insurance program, covered workers who, 
at any age, become severely disabled and cannot 
work may be entitled to lifelong monthly benefits, 
as are their survivors in the event of death. And there 
are other types of beneficiaries as welL (See chart, 
'*Who Gets Social Security Benefits,'' on next page.) 

5. Is participation in Social Security voluntary? 

Social Security is not a voluntary program. All 
adults are required to have a Social Security card, 
and parents are now required to apply for a Social 
Security card for all children over the age of 5. To- 
day the system covers the vast majority of workers, 
and they and their employers are required to pay 
Social Security taxes. On the other hand, no one can 
be turned down, as they might be if they applied for 
coverage under a private insurance system. Private 
insurance companies often avoid insuring people 
they consider to be ' 'high risks." Workers who are 
older or who are ill may be denied private insuriuice 
coverage or be required to pay very high premiums. 
Critics of Social Security argue that participation 
should be voluntaiy; however, making the program 
voluntary would defeat its purposes of maintaining 
widespread financial security for workers and their 
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Who Gets Social Security Benefits (as of September 1988) 



Number of Beneficiaries 

(in millions) 




Type of Beneficiary 

1 . Retired workers 

2. Spouses of retired workers 

3. Aged widows and widowers 

4. Children under 18 of deceased, disabled, and retired workers 

5. Students aged 18-19^ 

6. Disabled adult children 

7. Widowed mothers and fathers with dependent children 

8. Disabled widows and widowers 

9. Elderly dependent parents of deceased workers 

10. Disabled workers 

1 1 . Spouses of disabled workers 

TOTAL 

Source: Social Security Bulletin (December 1988). 

" Specifically, this category includes students aged 18 to 19 and two months who are children of deceased, disabled, and retired 
workers, and who are full-time elementary or secondary school students. 



.23.8 million 
. .3.1 million 
. .4.9 million 
. .2.6 million 
. .0.1 million 
. .0.6 million 
. .0.3 million 
. .0.1 million 

7,300 

. .2.8 million 
. .0.3 million 

38*5 million 



families and of preventing them from slipping into 
poverty. If people did not have to pay Social Security 
taxes, obviously many would not. Later, when a crisis 
came, these workers would very likely become poor 
and have to be supported by welfare, which would be 
costly to taxpayers. For these reasons. Social Security 
has been set up as a compulsory system. 



6. How is Social Security managed, and what 
does it cost? 

Social Security is administered by the Social 
Security Administration, which is part of ti c U.S. 
Department of Health and Human Services, based 
in Washington, D.C. There are over 1,300 regional 
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Session 3, Handout 3-2 (continued) 

Social Seairity offices scattered throughout the 
United States and about 3,400 additional contact 
stations in less-populated areas. People may visit, 
call, or write to any Social Security office to apply 
for a Social Security card, apply for benefits, or get 
information or assistance on matters related to Social 
Security (These offices also take Medicare and SSI 
applications and inquiries, and by law they are re- 
quired to assist beneficiaries in applying for food 
stamps). Representatives' from Social Security offices 
will make *^ house calls' ' for people who are unable 
to visit the office. Each office has computers that 
enable them to access information needed to answer 
people's questions about their payments into Social 
Security, eligibility for benefits, amounts of benefits 
available, etc. The Social Security trust funds are 
supervised by a board of trustees that issues an an- 
nual report on the funds. This five-me»^^er board 
consists of three members of the president's cabinet 
(secretaries of the Departments of Health and 
Human Services, Treasury, and Labor), plus two 
public trustees appointed by the president. The total 
cost of administering Social Security is only a little 
over 1 percent of money received, with almost 99 
percent of Social Security taxes going toward benefit 
payments. 

7. How does Social Security affect the federal 
budget? 

For many years the U.S. government has operated 
at a deficit, meaning that each year it has spent more 
money than it has taken in. The result is a large and 
growing federal debt, which is a cause of concern to 
many people. Because Social Security is a self- 
financing system (that is, because Social Security 
pays fox itself), it is not adding one cent to the federal 
deficit or national debt. In fact, in recent years the 
revenues going into the combined cash Social Secu- 
rity trust funds have been substantially greater than 
the program's expenditures. This trend is expected 
to continue for many years to come (through about 
2018). Thus, the growing Social Security trust funds 
are major assets that help offset yearly deficits in 
general revenues and are potentially an important 
source of national savings. 
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8, Will Social Security go bankrupt in the future? 

In recent years, as people have lived longer lives 
and the birthrate has declined, the percentage of 
older people has risen sharply compared with the 
percentage of young people in the population.^ Since 
most of these older people retire under Social Secu- 
rity and there are relatively fewer younger workers 
paying into the system, some people have worried 
whether Social Security can survive. Critics have 
talked about the Social Security crisis" and have 
predicted that the system will eventually go 
bankrupt. But revisions made in Social Security in 
1983 and the continued strong public support for the 
program guarantee that this will not happen. As a 
result of the 1983 amendments, the financial outlook 
for Social Security is very good. In fact, each year 
since 1984, it has been taking in more money than 
it has been expending, and it is expected to continue 
to do so for about three decades. Experts generally 
agree that even under pessimistic scenarios about the 
future of the economy. Social Security can pay 
beneiits in a timely fashion for at least thirty-five 
years. Over the next seventy-five years, a small deficit 
(about 5 percent of expected revenues) is projected, 
which could become a problem around 2045 if these 
projections hold. However, should such a deficit 
seem probable twenty to twenty-five years in ad- 
vance of 2045, it could easily be resolved by relatively 
small tax increases or benefit reductions (e.g., rais- 
ing retirement age) at that time. No doubt, as with 
all large systems, problems will arise from time to 
time, but there is every reason to think that the na- 
tion will continue to resolve such problems in a way 
that maintains the integrity and vitality of Social 
Security. After all, Social Security is critical to the 
well-being and stability of families and society. 

9. Specifically, what changes in Social Security 
were made in 1983? 

The 1983 amendments to the Social Security Act 
stabilized Social Security's financing through a 
combination of changes that spread the burden of 



* The p : ccntage of persons who are 65 and over will be fairly 
constant from 1990 to 2005 (because of the smaller annual 
births from 1925 to 1939 than before or after). 
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uiaintaining the financial integrity of the program 
fairly evenly amor*j? different groups of citizens — 
elderly persons, taxpayers, future beneficiaries, and 
federal employees. First, up to one-half of Social 
Security benefits are now treated as taxable income, 
a provision that primarily affects higher-income 
beneficiaries. Second, the 1983 and all future cost- 
of-living adjustments were delayed by six months, 
representing a roughly 2 percent benefit reduction 
for current and future beneficiaries. Third, the 1983 
amendments corrected an inequity that gave self- 
employed persons an advantage; now the self- 
employed make payroll tax payments on a basis that 
is roughly equal to everyone else. Fourth, the 1983 
amendments advanced preexisting payroll tax in- 
creases from 1985 to 1984 and part of the previously 
scheduled 1990 increase to 1988, so that from 1984 
through 1989 workers have paid slightly larger Social 
Security taxes — about an average of $25 more per 
year for the typical worker. Fifth, the amendments 
also expanded coverage of Social Security to include 
new employees of the iederal government and the 
president, vice-president, members of Congress, and 
most high-level federal appoiz'tees and federal judges 
as of 1984. And finally, beginning in 2003, the age 
at which persons can receive full retirement benefits 
will be gradually raised over a twenty-four-year 
period from 65 to 67. People will continue to have 
the option of retiring earlier (at age 62 or above) and 
receiving lower monthly benefits, or of retiring later 
than normal with hi^xr monthly benefits. However, 
the amount of benefits will decrease slightly for 
workers retiring early and increase for people retir- 
itig later, thus encouraging some workers to remain 
in the work force a little longer These were the major 
changes. Keep in mind that the pain some of them 
involve is a relatively small price to pay to ensure the 
financial stability of the program. 

10. In what ways does Social Security b^ntfit 
society as a whole? 

Besides the millions of individuals who receive 
Social Security benefits, the fact that there is such a 
system has immense benefits for society as a whole. 
It stabilizes family life by protecting young and 



middle-aged families against disability and death of 
a worker and older families against the cost of retire- 
ment. It also enables young and middle-aged 
adults—the generations in the middle— to focus 
more resources on their children than would other- 
wise be possible. Because it is an earned right, it 
enhances the dignity of beneficiaries. 

It should be kept in mind that Social Security is 
a means of preventing individuals and families from 
slipping into poverty. Social Security has played a 
major role in reducing poverty over the past few 
decades, especially among elderly people. Without 
it, there would certainly be many more poor 
Americans than there are today (e.g., about one-half 
of elderly people would be poor as opposed to about 
12 percent in 1987). AU these people would have to 
be supported somehow — in most cases by their 
relatives or by welfare. Thanks to Social Security, 
many families do not have to choose between pro- 
viding care to poor elderly parents or sending their 
children to college. 

Another indirect benefit of Social Security is that 
it enables older workers to retire, thereby opening up 
job opportunities for younger workers. The fact that 
there are rel'-'.lvely fewer workers seeking jobs also 
tends to push wages and salaries higher since employ- 
ers ha^/e to compete to get the best available workers. 

Social Security also helps to stabilize the economy. 
During perious of economic recession, the fact that 
millions of people continue to receive their Social 
Security checks and maintain their purchasing 
power helps to keep businesses operating and peo- 
ple employed. Further, the monthly influx of Social 
Security payments into the economy helps to keep 
recessions from becoming worse and aids in the 
process of economic recovery. 

Very importandy. Social Security is an expression 
of the societal impulse to care for our family and 
neighbors; thus, it reinforces our national < ommu- 
nity. It is a clear statement that ' 'we are our brother's 
keeper.'^ 

These are just some of the ways in which the 
benefits of Social Security reach far beyond the peo- 
ple who go to their mailbox each month and find a 
benefit check in the mail. 
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Useful Terms to Know 

Benefidary: A person who receives benefits, such as 
a retired worker beneficiary in Social Security. 

National (kbt: The total amount of money owed by 
the national government, which in^^reases each time 
there is a deficit. 



Recession: A serious decline in demand for goods and 
sei-vices, causing a general slowdown in business 
activity and higher unemployment. (A severe reces- 
sion is called a depression.) 

Taxable earnings: The portion of salary or wages sub- 
ject to payroll taxation. (For example, in 1989, the 
first $48,000 of earnings are subject to the Social 
Security payroll tax contribution.) 
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HOW SOCIAL INSURANCE PROGRAMS HELP 



Below are brief descriptions of major social insur- 
ance programs now operating in the United States. 
After reading about these programs, match the pro- 
grams with the problem situations that follow 

Social Security. Established in 1935, Social 
Security has become the largest social insurance 
program. The official name of this federal program 
is Old-Age, Survivors, and Disability Insurance 
(OASDI), but it is best know by its familiar title of 
Social Security. Today, nearly all elderly retirees 
receive monthly Social Security checks in addition 
to any other financial resources they may have (e.g., 
savings or pensions paid by their former 
employers). Social Security benefits are also paid 
to 2.8 million disabled workers, and often for the 
support of their families. In addition, surviving 
spouses and children of covered workers who have 
died may receive monthly benefits. Curi^ntly about 
38.5 million Americans of all ages depend to some 
degree on Social Security payments for their 
livelihood, and for many people it is their chief 
source of income. Among today's beneficiaries of 
Social Security are about 2.6 million children under 
^ge 18. 

Medicare. As people are living longer and longer 
lives, the number of elderly people in the United 
States has rapidly grown. At ihe same time, the cost 
of medical care is constantly rising. Medical costs 
represent a major threat to the financial security of 
retired people, whose entire life savings can be 
wiped out by a single serious illness or a long period 
of hospitalization. Tbday a federal program of 
health insurance. Medicare, provides substantial 
protection in the forms of Hospital Insurance and 
Supplementary Medical Insurance to offset the cost 
of doctors' fees and many other medical services. 
Like any other insurance program. Medicare is 
financed by premiums paid by the people who are 
covered. On average, Medicare now covers about 
half the total medical costs of elderly people in the 
program. (Note that Medicare should not be con- 
fused with Medicaid. Medicaid is a tax-supported 
welfare, or public assistance, program, which pro- 
vides for the medical needs of certain groups— 



mainly families with dependent children, the 
disabled, and elderly poor. 

Unemployment insurance. About 90 percent of 
all American workers are protected by state and 
federal unemployment insurance (or unemployment 
compensation), ITirou^ these programs, people who 
are involuntarily unemployed may receive partial 
replacement of their wages for up to several months 
while searching for new employment. 

Workers^ compensation. Today almost nine out 
of ten workers are protected by state and federal 
workers' compensation programs. These programs 
provide partial replacement of wages, medical 
benefits, rehabilitation benefits, and survivors 
benefits to workers who are disabled as a result of 
work-related illness or injury. 

Public employee programs. Through these pro- 
grams, people who work (or have worked) for local, 
state, and federal governments receive such benefits 
as retirement pensions, disability benefits, and sur- 
vivors benefits. On the federal level, these programs 
include all civilian and military employees of the 
government. Currendy, the federal Civil Service 
Retirement System and the federal military retire- 
ment systems pay over $40 billion per year to over 
3,6 million beneficiaries, in addition to all the state 
and local programs. 

Read the following situations, and for each one 
write in the space below the name of a social insur- 
ance program that might provide the help needed. 

Problem 1: Mark Gibson is a 57-year-old linotype 
printer who was employed by his small town's only 
newspaper for thirty years. Last week he lost his job 
because the newspaper replaced its old-fashioned 
printing press with a new press that operates elec- 
tronically. Newspapers no longer need Mark's out- 
of-date printing skills, and he has no training or 
experience that would qualify him for any other 
kind of work. It looks like it might be quite a while 
before he finds another job. 

Program: 
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Sessions, Handout 3-3 (continued) 

Problem 2: Rachel Knr.uer is a 28-year-old elec- 
trician who works for a large electrical contracting 
firm. An apprentice was helping her load supplies 
in a van when he accidentally dropped a heavy spool 
of electric cable on her hand, breaking her thumb 
and two fingers. As the doctor set a cast on her hand 
and forearm, he estimated that it might be two 
months before she could return to work. 

Program: ^ 

Problem 3: Bernie Hall was employed as a truck 
driver until he died of a sudden heart attack at the 
age of 45. Besides his widow, Jean, he left two 
children, ages 12 and 15. Benefits from Bernie' s 
small insurance policy and Jean's income from her 
job as a secretary will help them get by, but Jean 
worries whether she will have enough to provide 
well for her children. 

Program: 

Problem 4: Harry and Ethel Franklin, ages 64 and 
61, respectively, have worked hard all their lives. 
Harry has been employed for many years as a custo- 
dian in a U.S. Post Office building. Ethel has never 



worked outside the home but has raised five chil- 
dren, all of whom are now married adults with 
children of their own. Although basically in good 
health, Harry now finds that he does not have the 
stamina and energy he once had for his work. He 
and Ethel own their home and have managed 
to put a little money aside in savings. Harry has 
decided to retire, giving them an opportunity to do 
a little traveling and other things they have always 
wanted to do together. Is he likely to be eligible for 
social insurance benefits? 

Program: « ^ 

Problem 5: Jenny O'Toole is 82 years old and has 
been a widow for twelve years. Her only regular 
sources of income are a monthly Social Security 
check and a small pension. Jenny has had severe 
arthritis for several years, but she has just learned 
that she also has a heart condition that will require 
an expensive hospitalizatim. Jenny is proud that 
she has always been self-supporting, but she now 
worries about whether she can handle her medical 
bills. 

Program: 
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Lesson Plan for Chapter 7 
CURRENT AND FUTURE ISSUES 

Overview: Having learned how social insurance has evolved in the United States and 
how various programs operate, the students should now be ready to explore some of 
the major issues and controversies regarding social insurance in the decades ahead. 
This lesson provides an opportunity for students to learn how new challenges are 
emerging as a result of contemporary demographic and economic changes that have 
major implications for the future of social insurance. The lesson also provides a 
framework through which students can analyze various options available to society 
during their own lifetime for addressing these issues. 



Objectives: As a result of this lesson, students will be 
able to 

• understand selected social insurance issues; 

• describe and make judgments about selected pro- 
posed changes in social insurance programs; 

• discuss diflermg points of view with respect to these 
issues; and 

• identify trade-offs when considering new policy 
options (e.g., between liberalizing benefits and in- 
creasing taxes). 

Estimated Time: One class period. 

Advance Preparation: Make sufficient copies of hand- 
out 4-1 for all students. Recommended background 
reading for the teacher is chapter 7, * 'Current and 
Future Issues,'' in Social Security in the USA. 



GUIDELINES 

Distribute copies of handout 4-1, **Will There Be 
a Social Security Crisis?" and allow students about 
ten minutes to read it. (Alternative: Assign the 
reading as homework prior to class. This would 
allow more time for class discussion.) 

Briefly discuss the differences between the chal- 
lenges that gradually changing demographics pose 
for Social Security and the national crises that came 
suddenly as a result of the 1929 stock market crash 
and the 1941 Japanese attack on Pearl Harbor Em- 
phasize the point that the gradual evolution of 
demographic change allows for long-range planning 
and program adjustments, as illustrated in the 
amendments to Social Security 



3 . Have the students, either individually or in bmall 
groups, decide which of the options for revising 
Social Se curity they might favor or oppose if there 
was a need to make future adjustments in Social 
Security. Emphasize that they should consider 
possible advantages and disadvantages of each 
option. 

4 . Devote the balance of class time (possibly an addi- 
tional class period) to discussing the potential ad- 
vantages and disadvantages that could come from 
exercising each of the options for future changes in 
Social Security. 



EXTENDING ACTIVITIES 

As a class project, have the students study the grow- 
ing need to protect elderly people and their families 
from the risk < S financial disaster resulting from 
chronic illnes / and/or disabilities requiring long- 
term health care and assistance with daily activities. 
What are the options (e.g., doing nothing, encour- 
aging greater private protection, social insurance 
solutions, welfare solutions)? What are the trade- 
offs (e.g., bet Acen increased protection via social 
insurance and increased taxes, between doing 
nothing and placing a greater burden on in- 
dividuals and their families)? What are the moral 
issues (do we owe elders anything?) As part of this 
exercise, have ach student identify two middle- 
aged and two eiderly persons and ask them whether 
the risk of long-term care poses a significant threat 
to people they know. They could also be asked how 
much they would be willing to pay a month to pro- 
tect themselves from this risk. 
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2. Select an issue and use a debate format to involve 
students with the issue. Have three students present 
the case for and against a particular policy change. 
Allow time for the rest of the class to question the 
debaters. 

3. Students could be asked to interpret graphs and data 
(e.g., a graph showing long-range projections of Social 
Security revenues and payments following the 1983 
amendments, according to low/mediuntiylxigh projec- 
tions of economic growth, or a table showing projec- 
tions of the growth of the population by age groups). 

4 . Ask students to scan the newspapers and magazines 
for three months and bring clippings to class on 



social insurance issues once a month. Use the clip- 
pings as an opportunity to discuss current issues. 

5 . Have students examine how social insurance protec- 
tion might be amended or extended to meet unmet 
needs, suqh as health care for people not currently 
covered, long-term care, etc. 

6 . Another activity might involve an intergenerational 
group of volunteer students and seniors planning 
and carrying out a strategy to educate others in the 
community about social insurance. This might take 
the form of a cable television program, a community 
forum, a drama, etc. 
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Session 4, Handout 4-1 

WILL THERE BE A SOCL\L SECURITY CRISIS? 



In the past few decades the United States has been 
undergoing what has been termed the ^^graying of 
America/ ' Average life expectancy for Americans 
has increased. Life expectancy for persons born in 
1900 was only 47 (according to the mortality rates 
then prevalent), and people over age 65 kepresented 
only about 3 percent of the total population &t that 
time. In the early years of the twentieth century, vast 
numbers of people died in their childhood, yo ith, 
or middle age from such diseases as smallpox, 
tetanus, typhoid, and polio. Relatively few people 
lived to old age. Advances in public health, medicine, 
and nutrition have made it the ordinary thing for 
people in the later twentieth century to live a long 
life. Average life expectancy for children bom in the 
1980s is about 74 (71 for males and 78 for females). 
Millions of people now live well into their 80s or 90s, 
and many even to age 100 and above. Today, people 
65 and over represent about 12.5 percent of the 
population and number about 31 million. By the 
time today's high school students become tomor- 
row's senior citizens, they will be among the 
estimated 66 million Americans (or 22 percent of the 
population) who will be 65 or over. 

The aging of the large post-Worid War II baby 
boom generation, persons bom from 1946 through 
1965, will also contribute to the aging of America, 
beginning around 201U when the first baby boomers 
reach retirement age and continuing for many years 
thereafter. And recent trends toward smaller fam- 
ily sizes mean that there will be relatively fewer per- 
sons of working age relative to retirees when the baby 
boomers retire. 

Needless to say, the aging of the baby boomers, the 
rapid increase in longevity (length of life), and the 
trend toward smaller families have raised many new 
issues for American society. For one thing, it means 
there will be fewer people paying into Social Security 
compared with the number of retirees drawing 
benefits. Tbday there are about three workers for 
each Social Security beneficiary. Forty years from 
now the ratio will be about two workers to each 
beneficiary. As a result, some [)eople predict a Social 
Security crisis and question whether Social Security 
can survive. Before we consider whether there 



truly is any forthcoming crisis in Social Security, let 
us consider two other occasions when the country 
was faced with a true national crisis that had to be 
resolved. Then we will be in a position to examine 
the so-called Social Security crisis from a more 
balanced perspective. 

In October 1929, the United States was con- 
fronted with one of its greatest crises ever. Following 
several years of unprecedented prosperity after 
World War I, the country was suddenly faced with 
an economic collapse. The stock market crash that 
hit the country at that time saw the value of stocks 
plunge to a fraction of what investors had paid for 
them. Tens of thousands of people, mostly middle- 
class investors, suddenly found themselves bankrupt, 
sometimes in a single day. The panic that followed 
resulted in a widespread failure of banks and 
businesses, and within one year approximately 6 or 
7 million Americans were without a job. So began 
the Great Depression of the 1930s. People who, 
without warning, lost their jobs, their savings, and 
their homes wondered if good times would ever 
return. Yet within a few years the country was on the 
road to recovery, and within a decade the depression 
was a matter of history. 

Another crisis came on 7 December 1941, when 
the Japanese stirprise attack on the U.S. military 
bases at Pearl Harbor suddenly plunged the coun- 
try into World War II . Over the next four years, the 
United States found itself faced with the challenge 
of producing massive quantities of aircraft, ships, 
and military supplies to support armed forces 
numbering 12 million, who were fighting alongside 
their allies on battlefields across Asia, Africa, and 
Europe. Starting almost from scratch, the country 
built up its military production until by 1944 the 
United States was producing double the combined 
total of military goods being produced by the three 
major Axis powers— Japan, Germany, and Italy. 
The war costs were staggering, even for a country £is 
wealthy as the United States. Yet in less than four 
years the job was done. By August 1945, the Axis had 
been defeated and peace was restored. 

Both the Great Depression and World War II 
demonstrate that massive crises can be overcome 



ERIC 



108 



1 If? 



TEACHER'S SUPPLEMENT MODEL LESSON PLANS 



Session 4, Handout 4-1 (continued) 

when the country is faced with a national challenge. 
Even if the aging of America should present a crisis 
for the future of Social Security, the United States 
has successfully faced greater challenges in the past. 
One fundamental difference between the challenge 
of long-term financing for Social Security and such 
crises as the depression and World War II is that we 
are not being suddenly plunged into a crisis by some 
catastrophe, such as a stock market crash or a sur- 
prise attack by a foreign power. The aging of Amer- 
ica is more of an evolution, a gradual change in the 
age mix of our population over many decades. Thus 
there is plenty of time for planning and making 
adjustments to ensure that Social Security will re- 
main financially sound and will be in operation to 
meet the needs of growing numbers of retirees in 
decades to come. 

In fact, after extensive study by a bipartisan com- 
mission appointed by President Reagan, Congress 
in 1983 enacted reforms that ensured the financial 
stability of Social Security well into the twenty-first 
century. (The government estimates Social Security 
financing seventy-five years into the ftiture.) Essen- 
tially, the revisions have produced annual surpluses 
in Social Security for about thirty years, which off- 
set nearly all of the annual deficits projected in the 
years after about 2015. A small deficit (about 5 per- 
cent of anticipated expenditures) is projected dur- 
ing the seventy-five-year period. If current estimates 
hold up, the timely payment of bev.efits would be in- 
terrupted by around 2045. Fortunately, the buildup 
of large reserves provides much lead time in which 
to respond to financing problems that could arise at 
that time. If current estimates hold up, corrective 
legislation would be needed during the third or 
fourth decade of the twenty-first century. If the unex- 
pected should happen — for example, a major eco- 
nomic decline or a rapid dechne in the birthrate- 
there would still be plenty of time to make fiirther 
adjustments. In short, there is no reason to expect 
a crisis in Social Secuzity, and there is every reason 
to believe that problems that will arise from time to 
time can be handled. 

Beyond the reforms that have already been made, 
several options are still open for the future if the need 
arises. Below is a list of several changes that could be 
considered. Think about the possible advantages and 
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disadvantages each might have, and about which you 
would favor if the need arose to make further adjust- 
ments to Social Security in the future. 

Option 1: Increase Social Security payroll tax rate 

The Social Security payroll tax is scheduled to in- 
crease from 7.51 percent^ of covered earnings on 
both employees and their employers to 7.65 percent 
(6.2 percent for Social Security and 1.45 percent for 
Medicare's Hospital Insurance program) in 1990 
and to stay at that level thereafter. The self- 
employed payroll tax rate is essentially the same as 
the combined rate paid by workers and their 
employers. In the event that additional financing is 
needed for Social Security, one option would be to 
raise the payroll tax rate. 

Experts expect the economy to expand slowly, at 
an average of 1.5 percent to 2.0 percent per year 
after adjusting for inflation. This means that, after 
adjusting for inflation, the income available per 
person — what economists call ^ 'real per capita gross 
national product"— will double roughly every forty 
to fifty years. Thus, the standard of living in the 
future should be substantially higher than it is to- 
day, even if payroll taxes were increased thirty-five 
or forty years from now. Moreover, American 
workers pay a smaller percentage of their total in- 
come in taxes of all kinds than do workers in many 
other modern industrialized nations. Considering 
the importance of Social Security to people of all 
ages, could we afford to pay a littie more? 

Option 2: Increase the maximum base of taxable 
earnings 

The Social Security payroll tax is paid by the 
worker and matched by the worker's employer on 
what is called the ''taxable earnings base"— that is, 
on earnings up to $^8,000 in 1989. The 1972 
amendments to the Social Security Act provided for 
the taxable earnings base to be adjusted each year 
automatically as average wages increase. Without 
this adjustment a smaller and smaller proportion 
of worker's earnings would be subject to taxation 
as average wages increased. 



^ 20 percent of the payroll tax is used to fund the Medicare 
Hospital Insurance Program. 
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Session 4, Handout 4-1 (continued) 

Because there is a ceiling on the amount of earn- 
ings subject to the payroll tax, higher-income 
workers earning more than the ceiling actually pay 
a lower percentage of their earnings in PICA taxes 
than do people who earn less. They do not, however, 
receive credit toward Social Security benefits on ear- 
nings above the ceiling. Should the upper limit be 
increased on both the employee and employer, or 
even eliminated, so that those earning more would 
pay more into the system? If it is eliminated, 
shouldn't many of these workers be entitled to 
receive substantially larger benefits — extremely 
large in the case of very high income workers — if 
they are taxed at a higher level of earnings, given that 
Social Security benefits are earnings related? Alter- 
natively, should the upper limit be increased only on 
the employer, a proposal that would raise more 
revenue but not violate the earnings-related princi- 
ple if higher-income workers did not become entitled 
to larger benefits based on this change? 

Option 3: Increase the normal retirement agv; 

Currently, people can receive full retirement 
benefits under Social Security at age 65, or reduced 
benefits at age 62. Under the Social Security 
amendments of 1983, the age of eligibility for full 
benefits will be raised gradually to 67 over a twenty- 
four-year period, beginning in 2003. Reduced 
benefits for early retirees will still be available but 
at a slightly lower rate than at present. 

Those supporting this option might argue that 
it as a fair and reasonable way of reducing expen- 
ditures. They might point out that 1) life expectan- 
cies — and hence the number of years beneficiaries 
receive retirement benefits — have increased and are 
expected to increase even further, 2) beneficiaries 
of the future will generally receive retirement 
benefits for more years than will current benefi- 
ciaries, 3) the real value of Social Security benefits 
in the future will be greater than it is today, and 
4) this change will encourage work effort on the part 
of older people. 

Those opposing this option might argue that 1) 
it is particularly unfair because much of the savings 
will be produced by reducing the benefits of lower- 
income persons who are unable to work due to 



limited employment opportunities and/or health 
problems, 2) there are better ways of encouraging 
work among those elderly persons who are willing 
and al d 3) at a minimum, eligibility criteria 
for disab / benefits should be liberalized for older 
workers if a later retirement age is phased in. 

Option 4: Limit cost-of-living adjustments 

The annual cost-of-living adjustment is not a 
benefit increase; if simply maintains the purchas- 
ing power of benefits in the face of inflation. Having 
a social insurance program without COLAs would 
be like setting up a policy that says the longer 
beneficiaries live, the less their monthly benefit 
should be worth. For all beneficiaries, especially 
those with lower incomes, the annual COLA is an 
important feature of the program. It is also an 
expensive feature. 

Should it become necessary in the future to 
reduce Social Security expenditures, one option 
would be to skip one or two annual COLAs or to 
only provide a portion of the COLA. However, the 
potential savings from doing so should be assessed 
against the impact on beneficiaries. All benefi- 
ciaries — elderly, disabled, survivors, and other 
family members — count on Social Security for an 
important part of their monthly income. Millions 
of low- and moderate-income beneficiaries have lit- 
tle or no income beyond Social Security. Thus, cut- 
ting the COLA would be especially hard on them. 

Option 5: Increase the proportion of Social 
Security benefits subject to taxation 

Currently, up to one-half of Social Security 
benefits are counted as taxable income. The tax 
payments made by beneficiaries on their Social 
Security income are credited to the Social Security 
trust funds. Another option would be to treat more 
than one-half of Social Security benefits as taxable. 
This would affect higher-income beneficiaries more 
than middle-income ones. Some might point out 
that, for some beneficiaries, this might represent a 
hardship. 
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Session 4, Handout 4-1 (continued) 

Option 6: Use general revenues 

Another option would be to use the general 
revenues of the federal government to finance a por- 
tion of Social Security. Currently, Social Security 
is not financed directly out of these funds, and given 
the current large deficit in the general revenues of 
the federal budget^ it can be argued that wj cannot 
afford this approach. But this state of affairs will not 
last forever It can also be argued that infusing 
general revenues into Social Security would move 
the program away from the discipline imposed by 
payroll taxation— that is, the awareness that 
benefits paid are directly linked to the highly visi- 
ble payroll tax on workers. Conversely, it can be 
argued that using some general revenues is 
desirable because the income tax that produces 
these revenues places less of a burden on low- and 
moderate-income workers than does the payroll tax. 
In fact, most Western democracies use significant 
amounts of general revenues for financing their Social 
Security programs. 

Understanding the aging of America as both a 
success and a challenge 

Regardless of whether there are future financing 
problems in Social Security or any other programs 
concerned with elderly persons, it is important to 
understand that the aging of America is a major 
success of our society. More people are reaching and 
will continue to reach old age, and the quality of old 
age has improved. This is a result of successful in- 
vestments made in the economy^ of century-long 
biomedical and public health advances, and of suc- 
cessful public policies such as Social Security and 
Medicare. 

Of course, the aging society challenges us, as a 
people, in ways that extend beyond guaranteeing 
the financial integrity of Social Security. No doubt 
there is need to ensure that the extra years of human 
life are good years in which older persons continue 
to have opportunities to be part of and contribute 
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to their families and communities in various ways. 
There is the urgent challenge of protecting persons 
of all ages, and especially the very old, from the 
potentially financially devastating — not to mention 
emotionally devastating — costs of long-term care 
for chronic illnesses and disabling conditions. There 
is a need to explore new ways of ensuring that all 
Americans have access to adequate health care. 
There is a need to invest in biomedical research that 
promises to improve the quality of life in old age. 
As always, there is a need for investments in new 
plants and equipment, and in research and develop 
ment, to ensure the future growth of the economy. 
And there is a need to invest in today's children — in 
their education, in their health care, and in the weU- 
being of those around them — who, after all, are the 
workers and later the retirees of tomorrow. 

Useful Terms to Know 

Baby boom: A twenty-year period following World 
War 11—1946 through 1965— when the birthrate 
(number of births per year per thousand women of 
child-bearing ages) was high, and during which the 
average family had more children than it does today 

Bankrupt: A situation in which a person, company, 
or program is deeply in debt and unable to meet its 
financial obligations. 

Bipartisan: Involving or strongly supported by 
members of both the Democratic and Republican 
parties. 

Expenditure: Money paid out. (Opposite of revenue, 
or money received.) 

Life expectancy: The predicted average age to which 
a person or group of people are expected to live. 

Public policy: A basic position — generally in the form 
of laws — taken by government on a particular issue 
affecting many people that guides how that issue 
will be handled. 
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ORGANIZATIONS TO CONTACT FOR INFORMATION 



Offices of members of the U.S. Congress 

The following congressional committees frequently issue 
reports about social insurance programs: 

House Select Committee on Aging 
House Ways and Means Committee 
Senate Finance Committee 
Senate Special Committee on Aging 

The following organizations are important sources of 
information about social insurance programs: 

American Association of Retired Persons 
1909 K Street, N.W. 
Washington, D.C. 
202-872-4700 

American Council of Life Insurance 
1001 Pennsylvania Avenue, N.W. 
Washington, D.C. 20004-2599 
202-624-2000 



American Federation of Labor/Congress of 

Industrial Organizations 
815 16th Street, N.W. 
Washington, D.C. 20006 
202-637-5144 

Center for Understanding Aging 
Framingham State College 
Framingham, MA 01701 
508-626-4979 

Gerontological Society of America 
1275 K Street, N.W., Suite 350 
Washington, D.C. 20005 
202-842-1275 

National Academy of Social Insurance 
505 Capitol Court, N.E. 
Washington, D.C. 20002 
202-547-9592 
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RESOURCES FOR TEACHERS 



National Council of Senior Citizens 
925 15th Street, N.W. 
Washington, D.C. 20005 
202-347-8800 

National Senior Citizens Law Center 
2025 M Street, N.W., Suite 400 
Washington, D.C. 20036 
202-887-5280 

Save Our Security Education Fund 
1201 16th Street, NW., Suite 222 
Washington, D.C. 20001 
202-822-7848 



The Villers Foundation 
1334 G Street, N.W. 
Washington, D.C. 20005 
202-628-3030 

The following government agencies can provide in- 
formation about social insurance programs: 

Administration on Aging 
Department of Labor 
Health Care Financing Administration 
Social Security Administration 



121 

115 



Index 



A 

actuarial equity, 26-27 

AFL-CIO. 26, 30 

aged dependen ratio, 59 

aging of society, 5-60, 108, 109, 111 

Aid to the Blind (AB), 23n.37, 25, 88 

Aid to Families with Dependent Children (AFDC), 9, 51, 74, 77; 

early provisions for, 19, 21, 25, ?J, 28, 88 
Aid to the Permanently and Totally Disabled (APTD), 25 
AIDS, 69, 

Altmeyer, Arthur, 15, 26, 27, 28, 29 

American Association for Labor Legislation (AALL), 13, 14, 15, 18 
American Association of Retired Persons (AARP), 55, 74 
American Council of Life Insurance, 55 
American Medical Association, 31, 70 

B 

baby boom generation, 26, 30, 34, 58, 59-60, 108 

Baker, James, 34 

Ball, Robert, 5, 30, 34, 54, 62 

Barkley, Alben, 20-21 

Beck, Robert, 34 

benefits, as an earned right, 2, 5, 6-7, 48, 75, 82, 84, 98, 102; right 

to, as defined in law, 7 
Biemiller, Andrew, 30 
biomedical research, 56, 58, 66, 69, 71 
Bismarck, Otto von, 12 
Black Lung Disability Program, 8, 10, 50, 70 
Blake, Nelson Manfred, 87, 92-93 
Blue Cross/Blue Shield, 31, 67 
Brenner, Harvey, 76 
Brookings Institution, 26 
Brown, J. Douglas, 17, 18, 27, 29 
Bureau of the Census, U.S., 6, 38, 74 



c 

Carter, Jimmy, 33 

cash sickness insurance programs. See cemporary disability 

programs. 
Chamber of Commerce, 26 
child welfare programs, 9, 19, 21 

children: adequate health care for, 69-70; disabled, 41, 56, 71-72, 
99; early provisions for dependent, 19, 20, 21, 27, 28; low- 
income, social insurance for, 51-52, 69; poverty and, 58-59, 
77-78; Social Security benefits for, 40, 41, 42, 55, 56, 98, 99, 104 

Children's Defense Fund, 69 

Civil Service Retirement System (CSRS), 8, 9, 10, 50, 96, 104 
Clark amendment, 20-21 
Clark, Bennett Champ, 20, 21 
Cohen, Wilbur, 5, 29, 31, 32 

Committee on Economic Security (CES), 15, 16 19, 20, 21, 23n.37, 25 
compulsory coverage, 6, 75-76, 99-100 
CDnable, Barber, 34 

Congress, U.S., 17, 18, 20, 30; amendments to Social Security Act, 
27, 29, 98, 109; crisis in Social Security financing, 33-34, 53-54; 
disability insurance and, 30, 31, 88; early social insurance legisla- 
tion ...id, 15, 16, 19; health insurance and, 31; OfTice of Technology 
Assessment (OTA), 67; passes Social Security Act, 25, 88 

Connally, Thomas, 21 

contributory financing, 7, 18, 39. 45, 46, 47, 50, 60, 82, 83, 98-99 
cost-of-living adjustment (COLA), 6, 34, 40, 60-61, 73, 74, 102, 110 
Cruikshank, Nelson, 30, 31, 62 

D 

Dale, Edwin, 30 

demographic trends, 33, 56-58, 59, 64, 101, 108 
Department of Health and Human Services, U.S.. 37, 45, 100 
Department of Labor, U.S., 48, 50 
Department of the Treasury, U.S., 50 



, ERIC 



SOCIAL SECURITY IN THE USA 



disability freeze, 25, 30 

disabled persons: children, 21, 41, 42, 56, 71-72; elderly, 67-68; low- 
income, social insurance programs for, 51-52; poverty and, 
77-78; veterans, 52; workers* compensation and, 49 

disability insurance programs, 32, 56, 70-72, administration of, 31, 
63; beginnings of, in America, 25, 30, 88; benefits, 37, 42; 
children and, 21, 41, 42, 56, 71-72; eligibility, 31, 37, 63, 69, 71, 
99, 110; minorities and, 65; vocational rehabilitation and, 71; 
women and, 64 

Dole, Robert, 34 

E 

earned income tax credit, 9, 78-79n.l9 

earnings-related benefits, 2, 6, 18, 40, 51, 63, 82, 98-99, 110 

earnings test, 40, 41, 62-63 

Eastman Kodak Company, 16 

Econmic Report of the President (1959), 32 

economic security, social insurance as a foundation for, 7, 78, 81-85, 
102 

tlderly persons: growth in population of, 56-58, 59, 66, 104, 108; 
health care needs of, 67-68; poverty and, 74, 77-78, 102; sources 
of income, 38, 55, 74, 98; Tbwnsend plan, support of, 17, 27 

Epstein, Abraham, 26 

Europe, beginnings of social insurance in, 12, 13, 25, 88, 90 
experience rating, 15, 32, 35, 48 

F 

Fair Labor Standards Act, 25 

farm price support programs, 9 

federal deficit, 9, 60-61, 73, 101 

Federal Employee's Retirement System (FERS), 50 

Federal Insurance Contributions Act (FICA), 39, 98, 99 

Federal Security Agency, 31 

federal spending, FY 1990 (projected), 9 

Federal Unemployment Tax Act (FUTA), 48, 72 

Federal Unemployment TVust Fund, 48 

federal workers, 50, 70, 73 

Flemming, Arthur, 34 

Folsom, Marion, 16 

food stamps, 51, 52, 74, 77, 101 

Ford, Gerald, 33 

Foster Care, 9 

G 

General Accounting Office (GAO), U.S., 65-66, 72 

general assistance programs, 51, 70 

general relief programs. See general assistance programs 

George, Walter, 20 

Gramm-Rudman law, 60, 61 

Great Depression, 14, 50, 87-88, 92-93, 108-109 

Green, William, 16 

Greenspan, Alan, 34 

H 

Habcr, William, 32 
Harper *s, 26 

Health Care Financing Administration, 45, 88 

health care issues, 66 67, 69-70, 76 

health insurance, 30-31, 32, 67. See also Medicare 

Heinz, John, 34, 63 

HIV-related illnesses. 5^ AIDS 



ERIC 



Hohaus, Reinhard A., 26-27, 29 
home care, 46, 47, 68, 71-72 
Homestead Strike of 1892, 13 
Hopkins, Harry, 14, 15 

Hospital Insurance (HI) program. See Medicare 
House of Representatives, 20, 30; Committee on Ways and Means, 
19-20, 27 

I 

individual equity, 6, 29, 74 

Industrial Revolution, 11-12, 13, 21, 82, 83 84, 86, 87, 88, 90, 92 
infant and maternal health care, hJ, 21 
insurance principles, use of, 7, 13, 26 
Internal Revenue Service, 99 

J 

Jenkins, Thomas, 20 
Johnson, Lyndon B., 68, 88 

K 

Kennedy, Edward M., 67 
Kerr-Mills program, 25 
Keynes, John Maynard, 19 
Keys, Martha, 34 
Kirkland, Lane, 34 

L 

Landon, Alfred, 26 
Lewis, David, 15 

long-term care, 25, 47, 67-68, 71-72 
low-income energy assistance, 9 

low-income persons, social insurance for, 51-52, 64, 65, 74 

M 

means test, 6-7, 51, 61, 74-75 

Medicaid, 25. 31, 45, 51-52, 67, 68, 69, 71, 74, 77, 104 
medical assistance. See Medicaid 

Medicare, 1, 2, 34, 37, 70, 96, 101; administration of, 45; 
beneficiaries, 8-9, 46, 50; benefits, 42, 45, 46-47; costs of, 58, 66, 
68-69, 70; coverage, extension of, 60; description of, 8-9, 45, 104; 
diagnostic-related groups (DRGs) and, 69; eligibility, 41, 42, 46, 
69, 71; expenditures, 45, 46, 47; federal employees, 50; federal 
spending on, 9, 45: financing of, 7, 45-46, 66, 99, 104; Hospital 
Insurance (HI), 6, 9, 31, 32, 45, 46, 50, 75, 78n.l4, 104, 109; life- 
sustaining treatments and, 76; long-term care and, 47, 67-68; 
miliury personnel, 50; 1988 Medicare Catastrophic Coverage 
Act, 34, 45; passage, 25, 31, 88; preventive healthcare, 68; pro- 
gressivity and, 6; revenues, 9, 39, 63; Supplementary Medical 
Insurance (SMI), 9, 31, 45, 46-47, 104; trust funds, 7, 39, 45-46, 
66, 98, 99; voucher plan for, 70 

military retirement system, 8, 9, 10, 50, 104 

minorities, 64-65, 70, 77 

Morgenthau, Henry, 15, 20 

Moynihan, Daniel Patrick, 34 

Myers, Robert J., 6, 65 

N 

National Center for Policy Analysis, 65 
National Centers for Disease Control, 69 
National Commission on Social Security (1981), 38 

123 

118 



INDEX 



National Commission on Social Security Reform (1982-1983), 

33-^34, 38-39, 109 
National Labor Relations Act, 23 
National Recovery Administration (NRA), 14 
New Deal, 88, 93 
Newsweek^ 30 

New York Times, 26, 30, 48 

o 

Ohio commission report (1932) on unemployment compensation, 15 

Old Age Assistance (OAA), 25, 28, 88 

old-age insurance, 16-19, 20-21, 26-28, 29, 30, 35, 88 

old-age relief, 18, 19, 20, 27-28, 29 

Old-Age, Survivors, and Disability Insurance (OASDI) prog» im. 

Social Security 
overall dependency ratio, 59 

P 

pension programs, state and local, 50, 70, 73-74 
Pepper, Claude, 34 
Perkins, Frances, 15, 16, 17 

President's Commission on Pension Policy (1979), 38 

preventive health care, 68, 70 

primary insurance amount (PIA), 40, 41, 42 

progressivity of social insurance programs, 6 

public assistance programs. See welfare benefits 

public employee retirement programs, 8, 10, 73-74, 96, 104 

public health programs, 19, 21 

Pullman Strike of 1894, 13 

R 

Railroad Administration, 48 

Railroad Retirement, 8, 10, 50, 70 

Railroad Retirtment unemployment system, 51 

Railroad Unemployment Insurance, 48 

Reader's Digest, 32 

Reagan, Ronald, 33, 38, 70, 109 

Reed, Daniel, 20 

Roosevelt, Franklin D., lOn.4, 14-15. 19, 20, 21, 25, 88, 93 

s 

Samuelson, Paul, 30 
Schottland, Charles, 3 

Self-Employmi nt Contributions Act (SECA), 39, 99 
Senate, 20, 30; Committee on Finance, 19, 23n.37 
Serviceman's Readjustment Act, 32 
Sheppard-Tbwner infant and maternal health act, 16 * 
social adequacy, 6, 27, 29, 61, 65, 74 

social insurance: barriers to, in America, 12-13, 86, 90; benefits, as 
an earned right, 2, 5, 6-7, 75, 82, 84, 98; compulsory participa- 
tion in, 6, 75-76; definition, 1, 5, 83-84; Great Depression and, 
14, 50, 87-88, 92-93; history of, 11-23, 25-36, 86-94; industrial- 
ization and, 11-12, 13, 21, R'2, 83-84, 86, 87, 88, 90; issues, cur- 
rent and future, 2-3, 106-111; means testing and, 6-7, 74- 75; 
mechanics of, 5, 82, 83, 95-105; purpose, 5-6, 82, 87; societal 
goals and, 1-2, 6, 82, 84; vahies inherent in, 74-78; welfare vs., 
51, 74-75, 82, 98, 99 

social insurance programs: characteristics, 6-7, 31; European 
forerunners, 12, 13, 25, 88, 90; federal spending on, 8, 9; for low- 
income persons, 51-52, 64, 65, 74; overview of, 7-10, 104; poverty 
and, 2. 6, 38, 74, 77-78, 82, 83; private insurance programs vs.. 



26-27, 31, 75, 82, 83, 84. See also individual social insurance 
programs 

Social Security (OASDI), 1, 2, 5-6, 29-30, 75, 96; administration 
of, 100-101; advisory councils, 26, 27, 29, 30, 33, 64; aging society 
and, 56-59; Appeals Council, 63, 70; beneficiaries, 8, 40, 50, 56, 
59, 98, 99, 104; benefit formula, 6, 25, 33, 40, 41, 56, 65, 74; 
benefits (general), 39-42, 65, 98-99, 102, 110; Boaixl of Trustees, 
annual reports of, 39, 54, 101; children and, 8, 21, 40, 41, 42, 55, 
56, 59-60, 98, 99, 104; COLA and, 6, 34, 40, 60-61, 74, 102, 110; 
compromise of 1983, 25, 34; compulsory participation in, 
99-100; consumer price index (CPI) and, 33; costs of, 58, 101; 
coveraf^;, extension of, 28-29, 32, 60, 98, 102; crisis in financ- 
ing, 33-34, 53, 101, 108-111; description of, 8, 37-39, 98, 104; 
disability insurance benefits, 37, 42, 56, 63, 64, 65, 69, 70, 71, 

98, 99, 110; divorced spouses and, 41, 42, 64; earnings test and, 
40, 41, 62-63; elderly persons and, 8, 28, 38, 55, 56, 74, 77, 98, 
102; eligibility, 37, 40-42, 62, 69, 99, 110; family stability and, 
27, 55, 62, 98, 101, 102; ♦'ederal deficit and, 60-61, 101; federal 
employees and, 50; federal spending on, 9; financing of, 7, 25, 
26-28, 39, 98-99, 109-111 future viability (fmancial soundness) 
of, 34, 39, 53-55, 56, 59-50, 101, 109-111; individual equity and, 
6, 29, 74; intergener?(ional conflict and, 61-62; investment 
potential of, 01-62; means testing and, 75; military personnel 
and, 50; minorities and, 64-65; payroll tax contributions, 19, 29, 
33, 34, 39, 55, 56, 60, 63, 98, 102, 109^110, l!l; poverty, reduc- 
tion of, 6, 74, 77, 98, 102; progressivity and, 6; public confidence 
in, 55; reserves, 18-19, 26, 39, 54, 109; retirement benefits, 37, 
40-41, 62-63, 64-65, 98, 99, 102, 110; retirement income, as a 
source of, 38, t.i, 74; revenues, 8, 39, 63, 99, 101; self-employed 
and, 19, 25, 29, 34, 39, 99, 102, 109; social adequacy and, 6, 27, 
29, 65, 74; spousal benefits, 41, 42. 56, 98, 99; success of, 29-30, 
32, 88; survivors benefits, 25, 27, 37, 40, 41-42, 56, 65, 74, 98, 
99; trust funds, 7, 33, 34, 39, 50, 60, 71, 75, 78n.l3, 99, 101; 
universal coverage under, 6, 29; women and, 64; younger 
workers and, 55-56, 61, 62, 102 

Social Security Act, 3, 31, 32, 98; congressional consideration of, 
19-21; fiftieth anniversary, 5, 25; 1939 amendments, 25, 26-28, 
29, 34; 19.50 amendments, 28-29, 34; 1972 amendments, 109; 
1976 amendments. 73; 1983 amendments, 32-34, 53-54, 60, 62, 

73, 10M02. 109, 110; origins of, 14-21; passage (1935). 21. 25. 88, 
90; provisions of, 21. See also old-age insurance 

Social Security Administration (SSA), 3. 30, 37, 50, 63, 65-66, 88, 

99, 100-101 

state and local pension programs. See Railroad Retirement, 
Railroad Retirement unemployment, temporary disability 
programs 

Stockman, David, 34 

subsidy plan for unemployment compensation, 16 
Supplemental Security Income (SSI), 9, 25, 37, 51, 63, 65, 70, 71, 

74, 77, 88, 101 

Supplementary Medical Insurance (SMI). See Medicare 

T 

temporary disability programs, 10, 51, 70 
Title XX, 9 

Townsend, Francis, 17, 18 

Townsend plan for old-age pensions, 17-i8, 20, 27 
Trade Adjustment Assistance Program, 9, 49 
Tl-eadway, Allen, 20 
TVuman, Harry S, 31 



ERLC 



SOCIAL SECURITY IN THE USA 



U 

unemployment insurance, 1, 2, 35, 75, 76, 95; adequacy of, 72; 
administration of, 31, 32, 48; beginnings of, in America, 15-16, 
19, 25, 88; beneficiaries, 8, 9-10, 32, 72; benefits, 32, 48-49, 72; 
decline in, 9, 48, 72; description of, 9-10, 48, 104; eligibility, 48, 
72, 73; expenditures, 10, 32-33, 73; experience rating and, 32, 
35, 48; federal spending on, 9, 72; financing of, 32, 48, 72-73; 
public school employees and, 73; retraining/relocation benefits 
for, 49, 73; subsidy plan, 16; Wagner-Lewis bill, 15-16, 19, 21; 
Wisconsin law (1932), 15, 16, 18 

universal coverage, 2, 6, 29 

V 

Vandenberg, Arthur, 26 

Veterans Administration, 52 

veterans benefits, 9, 28, 52, 70 

vocational rehabilitation, 19, 21, 25, 30, 70, 71 

Voorhis, Jerry, 27 

w 

Wagner-Lewis bill, 15-16, 19, 21 
Wagner, Robert, 15 



Wallace, Henry, 15 
Vtbshingtm Post, 34 
Mshington Times, 65 

welfare benefits, 9, 28, 51-52, 74-75. See also SSI, AFDC, food 

stamps. Medicaid, general assistance 
^'welfare capitalism,** 14 
Wickenden, Elizabeth, 75 
Wisconsin, early laws in, 15, 16, 18, 25, 88, 90 
Witte, Edwin, 15, 16, 17, 18, 19, 20 

workers* compensation, 1, 28, 50, 70, 71, 75, 96; beginnings of, in 
America, 13-14, 25, 86-87, 88, 90-91; beneficiaries, 10; benefits, 
49, 86; description of, 10, 49, 104; expenditures, 10, 49; financ- 
ing of, 49 

working-age population, decline in, 56, 59, 101, 108 
women, 64, 69-70, 77 
World War I, 92, 108 
World War II, 108-109 

Y 

Yankelovich, Skelly, and White, Inc., 1985 surve> by, 2, 55 



ERLC 



120 125 



ABOUT THE AUTHORS 



Eric R. Kingson, Ph.D., is an associate professor and chairy the Social Planning and 
Administration Program at Boston College's Graduate School of Social Work. Previ- 
ously on the faculty of the University of Maryland School of Social Work and Com- 
munity Planning (1979-1986), Dr Kingson also directed the Emerging Issues Program 
of the Gerontological Society of America in 1984 and 1985 and was a member of the 
staff of the National Commission on Social Security Reform in 1982. 

His areas of interest include Social Security and older worker, retirement, and inter- 
generational policy issues. A frequent contributor tc the social welfare policy and geron- 
tological literature, he is the primary author of Ties That Bind: The Interdependence ^Genera- 
tions (Cabin John, MD: Seven Locks Press, 1986) and author of What You Must Know 
About Social Security and Medicare (Nev/ York: Pharos and Ballantine Books, 1987). He is 
also a fellow of the Gerontological Society of America and a member of the National 
Academy of Social Insurance. 

He lives in Natick, Mass., with his wife, Joan, and their two children, Aaron and 
Johanna. 

Edward D. Berkowitz, Ph.D., professor of history at George Washington University, 
has worked as a policy analyst in the Department of Health, Education, and Welfare; 
as a senior staff member of the President's Commission for a National Agenda for the 
Eighties; as the director of corporate and foundation relations at Brandeis University; 
and as the director of the Program in History and Public Policy at GWU. In addition, 
he is a member of the National Academy of Social Insurance. Widely published in social 
welfare history and policy, he is the author of Disabled Policy: America 's Programs for the Han- 
dicapped (1987) and the editor of Social Security After Fifty: Successes and Failures (1987). His 
Creating the Welfare State, coauthored with Kim McQuaid, has recently gone into its sec- 
ond edition. 

He and his wife, Emily, live in Baltimore, Md., with their two children, Sarah and 
Rebecca. 

Fran Pratt, BA, Eastern Nazarene College, 1957; MA, Harvard University, 1958, and 
the University of the Americas in Mexico, 1965, is the founder/director of the Center 
for Understanding Aging, a national nonprofit organization formed in 1983 to pro- 
mote public education about issues of aging and to strengthen bonds between 
generations. 

He was a high school teacher in Massachusetts for over twenty years and has also 
taught at the college level. He has authored more than forty published articles and 
monographs as well as several books for teachers, and he has edited a series of nine 
publications of curriculum on aging for elementary and secondary grades. In addition, 
he has served as curriculum developer and as consultant on program development. 

From 1979 to 1983 he directed the "Teaching and Learning about Aging" project, 
which became known nationally as a pioneering model for integrating aging educa- 
tion and intergenerational programming with curriculum, grades k-12. 

An active member of numerous state and national organizations including the 
American Society on Aging, the Gerontological Society of America, the National Coun- 
cil on the Aging, and the National Education Association, he currently serves on several 
state and national advisory boards. 

He lives in Hudson, Mass., and is married with five children and two grandchildren. 



ERIC 



126 



121 



Tills a voui in AnrCi ican . 
wIP ccliic/uion t>y ii^loi niinti scciwidarv 
JsUjdciits.aJ)uul.ihc.niau)uls.inuMjsuucc^sliU._ 
antipovcrty pr(.)lna!n: llic Sircjjiil Sccuriiy: 
syslcni. Now 35, years oUt. the program oilers a 
raimc ol^pioicyiions thai AtncrK»iiis ot all agc.s^ 
tic'cd. KuMulcrsland. I IjcanUy CiMunicnd this 
'valuahlo icxl as a rcsourcdWor Uic social sUulics 
and histoiy classiooin teacher. NI;A is [)i(iud to 
be associaiCTil with tlKvdevel()[)inenl and 
piibliealion (>l this' 
nnporu\nl\vork. 



Mar\ llatuuoiHMih clU Picsuicni 



Y y \ helplul resource for .teachers c)n a vital 
WW topic. Pr()vii!es casy-io-understaiid 
background material as well as eliectivc 
strategies for 
classrooln use. 



tharks L, Mitsaktis, I d. I) 

Wim llCfMC! . M:iss;icbu setts 



/ y This io an iniporianl cuiViciiliini.^isetiil 
%lw not just lor teachers aiuUstudents hut tor 
tlicir parents and grandparents, too. This rs a. ^ 
guide to critical issues M^tk 
\\\ family security,. ^ / / 

Ihiiothv Riih. 1\1 I> 

t'lcsuirnrrHotur ,ukI SlIiooI liisuuiu- 
Author (>l Mcj!iiSkilU^^ 



U Social in>iirance has ^aved nullions ol ' 
Americans Ironi poverty. Huf each 
generalion must learn its v-aluc anew. This 
primer will hel^guaranlee the cunce[)t ol sucial 
msurancc an importatU [ilace ikf^ ' 
in ilie school curriculum. x * 



pirturrs: Pu*siik*nl hi;inkiii) I K'kiiuv l\. -.»vr\clt 
NiiMni^*Mlu* Sok Lil S\vfn'i|> Av I, Airjust 14 

Hrnvlils tni ilic Al'OiI (MeiluMte*. \\\\\ >(K l*'^^"*. .»iul 
l''trsiil<.*ni Kniifiid Kc:rv!;in shjtnn;: [lu' SivmI S. , uj«Hv 
Ank-iuliny^Us i>l P)SV Apnl.^O. iViS ^ ' 



AlherrSliaiiki'r, PrcsuUriu' 



ISBN 0-%Z3tS0-2-7 , 



